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A Banker’s Diary 


THE 3anking and Currency Committee of the U.S. Senate has on 
this occasion refused to renew the provision which gives the President 
authority to reduce the gold content of the dollar from 
Dollar —_ its present level (59.06 per cent. of the pre-1934 dollar) 
— to not less than 50 per cent. of the former gold content. 
Refused In asking for the renewal of these powers, Mr. 
Morgenthau had argued that the power to devalue the 
dollar could not safely be terminated until a satisfactory means was 
available for assuring stability in the exchanges, and for avoiding 
competitive currency depreciation in the critical post-war period. 
It seems doubtful whether the Treasury’s freedom of action will in 
fact be greatly curtailed by the loss of this power. A rise in the 
dollar price of the gold is about the last development to be expected 
in practice, and if it should occur its effects would be virtually 
confined to that commodity. Under present conditions, what matters 
is not the relationship between the dollar and the gold, but between 
the dollar and other currencies; and in this sense the dollar can 
always be depreciated, if desired, by a relative rise in costs, brought 
about by internal monetary policy. 


STATISTICS of gold imports and exports were suspended by the 
United States at the end of 1941, but Mr. Morgenthau has now 
thrown some light on the subsequent movements. In 
the fiscal year ending January 30, 1942, he has revealed, 
the Stabilization Fund sold $044 millions of gold to 
foreign countries and purchased $162 millions, a net export of 
$482 millions. The second half of 1941 saw net imports of $272 
millions, and it would, therefore, appear that the first half of 1942 
showed a net loss of gold amounting to as much as $754 millions. 
In the present fiscal year to date, gold sales have amounted to 
e401 millions and purchases only to $27 millions, a net export of 

$374 millions. Since June, 1941, therefore, America has exported 
on balance $856 millions of gold, and the rest of the world has, of 
course, had the benefit also of current ig tion of the metal outside 
the United States, equivalent to perhaps $2,000 millions. It would 
thus seem that some small inroad on the redistribution problem is 
being made even in wartime. It may be noted that the net export 
figure of $856 millions compares with a net decline of only about 
$200 millions in the U.S. monetary gold stock over the period. The 
gold stock is, of course, fed by purchases of domestically mined gold 
and by releases from earmark. 


U.S. Gold 
Holding 
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AFTER an experimental period in New York State, coupon banking 
in the United States came into operation on a nation-wide basis at 
the end of January. In its general outlines, the scheme 

ts is obviously modelled on our own system but with 

in pemeen R some minor differences. Coupon accounts can be 
opened for three rationed commodities, namely, sugar, 
coffee and gasoline, though in the latter case only wholesalers will 
use the system for the present. As additional commodities are 
rationed, it is intended that coupon banking accounts shall be 
opened for these also. In contrast with our own system, the use of 
coupon accounts is not compulsory in all cases. Retailers with a 
turnover of less than $5,000 a month may pass on their coupons 
to their wholesalers or suppliers (though they have the option of 
opening coupon accounts if they wish). According to the Federal 
Reserve Bulletin, this releases no less than three-quarters of all 
food stores from the compulsory provision. Ration cheques are to 
be cleared, both locally and nationally, through facilities used for 
clearing ordinary cheques and other cash items. Local items will 
in most instances be handled in the daily clearing of the local clearing 
house association. However, if the sending bank desires, it may send 
ration cheques drawn on a correspondent bank direct to the 
correspondent. As in this country, the scheme will save considerable 
work in the handling of coupons. Thus, it is estimated that about 
25 million sheets of sugar stamps and over 125 million sheets of 
gasoline coupons which would ordinarily pass through trade channels 
each year will now be handled and cancelled by banks. In asking 
the banks to undertake the service, the O.P.A. declared that: ‘‘ We 
have concluded that the commercial banks of the nation have the 
administrative facilities, the accounting knowledge and the integrity 
to undertake this responsibility for us.” The system is intended as 
a non-profit making war service to the community, the banks being 
reimbursed for their expenses under a scale of payments devised by 
a well-known accounting firm. This scale of payments is as follows :— 


For the first account opened for any depositor at any one office $ 

of the bank ‘a 30 
For each additional account “opened for the same depositor at 

the same bank office... 05 
For each account carried on the books of the bank on the 15th 

day of each month es ‘i ei i“ aa << wae 
For each deposit made p -05 
For each item included in the deposit (each coupon ‘sheet or 

stamp card is considered as one item) és - - .005 
For each ration check properly debited to an account .. oo §=— oO 


Since the method of remuneration adopted in this country has never 
been published, no comparisons can be made. 
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In the final quarter of 1942, lend-lease aid from the United States 
to other members of the United Nations totalled $2,482 millions, 
a monthly average of $827 millions, compared with 
— $503 millions for the first nine months of last year 
and only $138 millions for the period April to December, 
1941. Lend-lease deliveries up to the end of 1942 totalled $8,253 
millions, of which the United Kingdom has received $3,960 millions, 
other British territories $2,393 millions, Soviet Russia $1,532 millions, 
and China $157 millions. Henceforth, it is stated, lend-lease food 
shipments to Russia are expected to exceed by a considerable margin 
exports of food under the programme to all other parts of the world 
combined. Despite the rapid growth of lend-lease aid, Mr. Stettinius 
has pointed out, foreign governments paid the United States in cash 
last year for more supplies than they received under the lend-lease 
programme. In his Budget speech, however, Sir Kingsley Wood 
stated that 80 per cent. of all goods and services supplied by the 
United States to the other United Nations are now on lend-lease 
terms. ‘‘ The people of this country did not and would not forget 
the splendid action of the people of the United States.” 


At the same time, this country has actually spent some {1,500 
millions in the United States since the outbreak of war, and lend- 
lease is now by no means a one-sided traffic. For 
—And example, we are spending about {150 millions in con- 
Peay een structing aerodromes, barracks, hospitals and other 
n Reverse o. a ° 
buildings expressly for American use. We have pro- 
vided about 1,600,000 tons of construction materials and made 
available 700,000 deadweight tons of shipping for American military 
operations, and the supplies furnished to the American forces in the 
United Kingdom from our own resources in the last seven months 
of 1942 would have involved 1,200,000 tons of shipping—more than 
the Americans themselves shipped to their own troops over this 
period. The value of the munitions supplied by this country to 
Russia is about {170 millions. Reciprocal aid is operating also on 
a considerable scale in relation to Australia and New Zealand, as well 
as in India and the colonial Empire. To meet the local cost of the war 
all the way from Tunisia to Burma, we are borrowing between 
£400 millions and {500 millions a year from the countries concerned, 
apart from the costs of our purchases in South America and the 
neutral countries and of the chartering of ships from European allies. 
Taken together, these items accounted for overseas disinvestment 
of £630 millions in 1942, and this year’s total is not expected to be 
very different. On the other hand, of course, we have the benefit 
of Canada’s very generous contribution—‘ magnificent in total and 
great hearted in the manner of doing.” 
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DiscussInG the “‘ Rayner”’ case in the Institute Journal, Professor 
H. C. Gutteridge makes a generous acknowledgment of the articles 
which appeared on this subject in our pages and sums 

ioe” up the legal issues involved in the following terms : 
nan The decision of the Court of Appeal is, in no 

Again Sense, as some critics appear to think, a decision that 

the bank is entitled to act pedantically and to insist on 
unreasonable compliance with the terms of a letter of credit. 
The real issue in the case was whether a banker should be 
required to take upon himself the interpretation at a moment’s 
notice of ambiguous technical terms in the documents presented 
to him. There would seem to be only one answer to that ques- 
tion, namely, that he should not be under any such compulsion. 
It is, no doubt, desirable that he should, as is urged by the so- 
called ‘ practical school of thought,’ use every endeavour to 
avoid any possible suggestion that he is raising objections to 
the documents because he does not wish to pay, but that is an 
element in the situation which lies outside the ambit of the 
law.” 
Nobody can, of course, quarrel with the decision from the legal 
point of view. As a matter of commercial practice, however, it 
would seem, as suggested in our February issue, that “ the banks 
could perform a real service by insisting that the mandate of letters 
of credit opened with them is drawn up in reasonable terms.” 

It is interesting to note that the case has attracted some attention 
in the United States. The rule laid down for the interpretation of 
credits is apparently at variance both with American law and with 
the ‘‘ Uniform Customs and Practices’ adopted in 1938 by most 
of the banks in that country. It is understood that the American 
banks have approached our own banks to see whether there is any 
possibility of bringing British practice into conformity with the 
American, in order to avoid circularising the American banks about 
‘the danger involved in negotiating drafts drawn under English 
bank credits ’’ unless the description in all the documents conforms 
fully to that set out in the letter of credit instrument. 


In the first quarter of 1942, net subscriptions to tax reserve certi- 
ficates totalled £184.7 millions, whereas the corresponding period 
this year has seen a contraction in the outstanding 

Trend of issue of £26.8 millions. New subscriptions over this 
Ror period amounted to {140.2 millions, but as much as 
{167.0 millions of revenue was transferred by the 

tender of tax certificates, instead of—as in normal times—by the 
funding of floating debt. In consequence, the revenue quarter this 
year has seen a very much smaller contraction in bank deposits 


AAS 
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than in 1942, and this trend was again evident in the clearing bank 
returns for March. In March, 1942, deposits showed a contraction 
of {12.7 millions, notwithstanding an expansion in transit items, 
whereas this year deposits showed a rise of £17.0 millions on the 
month, most of which is accounted for by an expansion of {14.6 
millions in balances with other banks and cheques in course of 
collection. The total of effective deposits, in other words, was 
virtually unchanged on the month. 


March, Change on: 

1943 Month Year 

{m. £m. £m. 
Deposits a BF: ia 3,541.9 + 17.0 + 470.0 
CO x. ” i es 376.5 + 3.7 + 29.2 
Call money .. ee i 139.3 — 14.4 + 2.7 
Discounts <8 ta sp 172.5 + 24.5 + 9.6 
‘Ee is Pre ‘ts 883.5 — 49.0 + 408.0 
Investments .. os on 1,132.4 + 23.9 + 82.6 
Advances i we - 776.6 + 15.1 — 61.1 


On the assets side, the largest movement was a contraction of 
{40.0 millions in T.D.R. holdings, this being the principal form in 
which payment was effected for the £23.9 millions of additional 
investments taken up in support of the “ Wings for Victory ” 
campaign. In part, the fall in T.D.R. holdings can be regarded 
as an exchange of this item for money market assets, which show 
a rise of some {10 millions on balance. An interesting movement 
is a fairly large recovery of {15.1 millions in advances, but this is 
probably associated with lending for payment of taxes and is unlikely 
to mean that the falling trend of advances has yet been reversed. 
Thanks to the combined rise of £39.0 millions in advances and 
investments, the ratio to deposits of these two main earning assets 
recovered from 53.1 per cent. to 53.9 per cent., but this compares 
with a ratio of 61.5 per cent. a year ago. 


MORGAN GRENFELL AND Co. have announced their decision to return 
to shareholders £500,000 of ordinary capital, reducing the issued 
capital of the concern from {2,000,000 to £1,500,000, 
Morgan, but leaving the authorised capital unchanged at 
Grenfell £2,500,000. The capital to be returned is described as 
surplus to current requirements. It will be recalled 
that a previous return of capital was made shortly before the war 
began. Messrs. Morgan, Grenfell have also acquired the share 
capital and taken over the business of Messrs. Cull & Co., the 
directors of the latter Company having decided to retire from 
business. 
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M. Gutt, Belgian Minister of Finance, has disclosed that in March, 
1941, his Government loaned the British Government gold to pay 
for war material. This throws a striking light on this 
Belgian country’s difficulties in obtaining dollars prior to the 
Gold Loan passage of the Lend-Lease Act. Though the Lend- 
Lease Act was impending, there was a definite risk 
that deliveries of war materials might be held up if this country 
could not find gold to pay for them. In this situation, Great Britain 
asked Belgium to help by the loan of three million ounces of gold 
(equivalent to $105 millions), and this the Belgian Council of 
Ministers unanimously agreed to do. The loan has since been repaid, 
presumably out of South African production. 


Currency Order or Chaos ? 
By the Editor 


N the exchange sphere at least, post-war reconstruction is no 
ion a matter of vague aspirations. From London and Washing- 
ton, the governments of the Allied nations have now been asked 
to consider two draft schemes, either of which—or a combination of 
which—would offer a practical and constructive solution to the 
problem of stimulating world trade in a framework of stable 
exchanges. In a subsequent article, Dr. Paul Einzig discusses in 
detail how agreement might best be secured on a compromise plan 
through the give and take of friendly negotiation. Here it may be 
noted only that such agreement should be assisted, in spite of the 
important superficial differences in the two schemes, by their strong 
similarity both in fundamentals and in many points of detail. 
Fundamentally, both envisage the same type of exchange 
system. Each is concerned with the limited problem of maintaining 
reasonably stable exchange rates, consistent with equilibrium in 
the current account balance of payments of each country, after 
international capital movements and post-war relief have been 
segregated for separate treatment elsewhere. Stable exchange rates 
imply that each country must possess some masse de manceuvre, such 
as the exchange accounts of the pre-war years. Under each scheme, 
this would be provided, in essence, by the willingness of countries 
to export to each other on credit. This is not basically changed by 
the somewhat greater role assigned to gold under the American plan. 
It is claimed specifically for the British plan, and by implication 
for the American, that it ‘‘ aims at the substitution of an expansionist, 
in place of a contractionist, pressure on world trade.’’ This expan- 
sionist pressure would operate in two ways. If the countries with 
temporarily over-valued currencies simply over-imported to the 
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full amount of their quotas, this would permit some trade which 
otherwise could not take place. A further, and more permanent, 
fillip to trade would thereafter be imparted only if the surplus 
countries were willing to liquidate their international claims by pur- 
chases of goods. No machinery can hope to change the ultimate 
realities. 

It should be noted that economically strong countries are just as 
likely to be deficit countries as surplus countries for purposes of the 
exchange schemes. For a surplus country is merely one whose 
currency is under-valued at current rates of exchange; and the 
whole object of the scheme is to correct such disequilibria by fixing 
equilibrium rates. Over-importing or over-exporting cannot, in any 
case, be allowed to continue indefinitely. Under the traditional 
gold standard, so long as the rules of the game were followed, gold 
movements gave rise to monetary changes, both in the losing and 
receiving countries, which tended ‘“ automatically’’ to restore 
equilibrium in the balance of payments. Whatever the defects of 
this mechanism, any system of stable exchanges must find some 
substitute for it, and both plans therefore give prominence to 
arrangements by which persistent surplus or deficit countries can be 
induced to make the necessary adjustments in an orderly manner. 

In this respect, the American plan shows a realistic awareness 
that no international system can hope to function properly unless 
the participant countries are willing to accept a considerable amount 
of international discipline. The British plan, on the other hand, 
shows a realistic awareness that the forces of nationalism, in our 
present stage of development, are too ‘Strong t 0 permit agreement 
on any very far-reaching surrender of “ sov ereign rights.’’ What is 
needed, on this as on so many other points, is a realistic compromise. 

Appro: ached in the right spirit, this should be readily achieved. 
Both plans, unfortunately, are open to objection at some points on 
the ground of national bias. The British plan would base quotas 
solely on volume of trade, a formula that would give the United 
Kingdom the enormous quota of {1,100 millions and the United 
States the equivalent, at the present dollar rate, of only {£1,000 
millions. -On the other hand, a basis which gave undue weight to 
gold holdings might equally bias the allotment of quotas unduly in 
favour of America. On quotas, of course, depends representation in 
the management of the scheme ; and the American proposals would 
almost certainly ove that country an absolute veto. 

This sort of joc keying for position, of course, is of all things that 
most calculated to wreck a ny hopes of international agreement. 
For all our sakes, it is to be hoped that statesmen after this war will 
not be obsessed by the narrow and short-sighted conceptions of 
“national interest ’’ which helped to produce international anarchy 
after the last. 
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THE AMERICAN PLAN 


Proposal for a United and Associated Nations 
Stabilisation Fund 


MEMORANDUM 


It is still too soon to know the precise form and magnitude of post-war monetary 
problems. But it is certain that we shall be confronted with the task of dealing with 
three inseparable monetary problems: to prevent the disruption of foreign exchanges, 
to avoid the collapse of some monetary systems, and to facilitate the restoration and 
balanced growth of international trade. Clearly, such a formidable task can be success- 
fully handled only through international action. 

The creation of instrumentalities adequate to deal with the inevitable post-war 
monetary problems should not be postponed until the end of hostilities. It would be 
ill-advised, if not dangerous, to leave ourselves unprepared at the end of the war-for the 
difficult task of international monetary co-operation. We should begin now to devise 
an international monetary agency, for the task is certain to take many months at least. 
Specific and practical proposals must be formulated by the experts and must be carefully 
considered by the policy-shaping officials of the various countries. In each country 
acceptance of a definitive plan can follow only upon legislative or executive action. And 
even when a plan is finally adopted, much time will be consumed in gathering personnel 
and in establishing an organisation before an international institution for monetary 
co-operation can begin effective work. 

There is another important reason for initiating now concrete discussions of specific 
proposals. A plan for international monetary co-operation can be a factor in winning 
the war. 

It has been suggested, and with much cogency, that the task of assuring the defeat 
of the Axis powers would be made easier if the victims of aggression, actual and potential, 
could have greater assurance that a victory of the United Nations will not mean, in the 
economic sphere, a repetition of the exchange instability and monetary collapse that 
followed the last war. 

That assurance should be given now. The people must know that we at last recognise 
the fundamental truth that prosperity, like peace, is indivisable. 

One of the appropriate agencies to deal with international economic and monetary 
problems would be an international stabilization fund with resources and powers adequate 
to the task of helping to achieve monetary stability and to facilitate the restoration and 
balanced growth of international trade. 

A proposal drafted by American technical experts is appended. The draft presents 
only the essential elements of an international stabilization fund. The provisions of 
the proposal are in every sense tentative, intended as a basis for discussion and exchange 
of views. Obviously, there are many details that have been omitted and that can be 
better formulated after there is agreement on the general principles. 

It is recognized that an international stabilization fund is only one of the instru- 
mentalities which may be needed in the field of international economic co-operation. 
Other agencies are also needed to provide capital for post-war reconstruction and develop- 
ment. To provide funds for rehabilitation and relief, and to promote stability in the 
prices of primary international commodities. There is a strong temptation to embrace 
within a single international agency the responsibility for dealing with these and other 
international economic problems. 

We believe, however, that international economic institutions can operate more 
efiectively if they are not burdened with important but extraneous duties for which 
they have not been devised and for which they are unsuited. For example, the highly 
specialized nature of international monetary stabilization and the provision of long-term 
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capital would seem to call for separate institutions each designed to deal with its distinct 
problems. ; 

It should be emphasized that the appended draft deals only with an international 
stabilization fund. It is anticipated that there will also be submitted for consideration 
a preliminary draft of a proposal for an international agency whose function will be to 
provide capital for reconstruction and development. It is hoped that the appended 
draft will call forth from the experts of the United Nations critical comment and con- 
structive suggestions. It is our belicf that a workable and acceptable plan can emerge 
from the joint efforts of the United Nations. 


I—PURPOSES OF THE FUND 

To stabilize the foreign exchange rates of the currencies of the United Nations 
and nations associated with them. 

To shorten the periods and lessen the degree of disequilibrium in the international 
balance of payments of member countries. 

3. To help create conditions under which the smooth flow of foreign trade and of 

productive capital among the member countries will be fostered. 

To facilitate the effective utilization of the abnormal foreign balances accumulating 
in some countries as a consequence of the war situation. 


5. To reduce the use of foreign exchange controls that interfere with world trade 
and the international flow of productive capital. 
To help eliminate bilateral exchange clearing arrangements: multiply currency 
devices, and discriminatory foreign exchange practices. 


II—COMPOSITION OF THE FUND 


1. The fund shall consist of gold, currencies of member countries, and securities of 
member governments. 

2. Each of the member countries shall subscribe a specified amount which will be 
called its quota. The aggregate of quotas of the member countries shall be the equivalent 
of at least 5 billion dollars. 

The quota for each member country shall be determined by an agreed-upon formula. 
The formula should give due weight to the important factors relevant to the determination 
of quotas, e.g. a country’s holdings of gold and foreign exchange, the magnitude of the 
fluctuations in its balance of international payments, and its national income. 


3. Each member country shall provide the fund with 50 per cent. of its quota on or 
before the date set by the board of directors of the fund on which the fund’s operations 
are to begin. 

4. The initial payment of each member country consisting of 50 per cent. of its quota 
shall be 12.5 per cent. of its quota in gold, 12.5 per cent. in local currency, and 25 per cent. 
in its own (i.e. government) securities. However, any country having less than 300 
million dollars in gold need provide initially only 7.5 per cent. of its quota in gold, and 
any country having less than 1oo million dollars in gold need provide initially only 
5 per cent. of its quota in gold. The contributions of local currency may at its option, 
substitute gold for its local currency or securities in meeting its quota requirement. 

The member countries of the fund may be called upon to make further provision 
eon meeting their quotas pro rata at such times, in such amounts, and in such form 
as the board of directors of the fund may determine, provided that the proportion of 
gold called for shall not exceed the proportions indicated above, and provided that a 
four-fifths vote of the board shall be required for subsequent calls to meet quotas. 


6. Any changes in the quotas of member countries shall be made only with the 
approval of a four-fifths vote of the board. 


III—POWERS AND OPERATIONS 
The fund shall have the following powers : 
1. To buy, sell, and hold gold, currencies, bills of exchange, and government securities 
of member countries ; to accept deposits and to earmark gold ; to issue its own obligations, 
and to discount or offer them for sale in member countries; and to act as a clearing 
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house for the settling of international movements of balances, bills of exchange, and gold. 
All member countries agree that all of the local currency holdings shall be free from 
any restrictions as to their use. 
This provision does not apply to abnormal war balances acquired in accordance with 
the provisions of III—g below. 

To fix the rates at which it will buy and sell one member’s currency for another, 
and the rates in local currencies at which it will buy and sell gold. The guiding principle 
in the fixing of such rates shall be stability in exchange relationships. Changes in these 
rates shall be considered only when essential to correction of a fundamental disequilibrium 
and be permitted only with the approval of four-fifths of member votes. 


3. To sell to the Treasury of any member country (or stabilization fund or central 
bank acting as its agent) at a rate of exchange determined by the fund, currency of any 
member country which the fund holds, provided that : 

(A) The foreign exchange demanded from the fund is required to meet an adverse 
balance of payments on current account with the country whose currency is being 
demanded. 

(B) The fund’s holdings of the currency of any member country shall not exceed 
during the first year of the operation of the fund, the quota of that country ; it shall not 
exceed during the first two years 150 per cent. of such quota; and thereafter it shall 
not exceed 200 per cent. of such quota; except that upon approval by four-fifths of 
the member votes, the fund may purchase any local currency in excess of these limits, 
provided that at least one of the following two conditions is met: (1) The country whose 
currency is being acquired by the fund agrees to adopt and carry out measures recom- 
mended by the fund designed to correct the disequilibrium in the country’s balance of 
payments, or (2) It is believed that the balance of payments of the country whose currency 
is being acquired by the fund will be such as to warrant the expectation that the excess 
currency holdings of the fund can be disposed of within a reasonable time. 

(C) When the net holdings of the fund of any local currency exceed the quota for 
that country, the country shall deposit with the fund a special reserve in accordance 
with regulations prescribed by the board of directors. This provision does not apply 
to currencies acquired under III—g below. 

(D) When a member country is exhausting its quota more rapidly than is warranted 
in the judgment of the board of directors, the board may place such conditions upon 
additional sales of foreign exchange to that country as it deems to be in the general interest 
of the fund. 

(E) A charge at the rate of 1 per cent. per annum, payable in gold, shall be levied 
against any member country on the amount of its currency held by the fund in excess 
of the quota of that country. Abnormal war balances acquired by the fund (in accordance 
with II—g9 below) shall not be included in the computed balance of local currency used 
as a basis for this charge. 

(I*) When the fund's holdings of the local currency of a member country exceed the 
quota of that country, upon request by the member country the fund shall resell to the 
member country the fund’s excess holdings of the currency of that country for gold or 
acceptable foreign exchange. 

4. The right of a member country to purchase foreign exchange from the fund with 
its local currency for the purpose of meeting an adverse balance of payments on current 
amount is recognised only to the extent of its quota, subject to the limitation in ong 
above and III—7 below. 

5. With the approval of four-fifths of the member votes, the fund in exceptional 
circumstances may sell foreign exchange to a member country to facilitate transfer of 
capital, or repayment or adjustment of foreign debts, when in the judgment of the board 
such a transfer is desirable from the point of view of the general economic situation. 

6. When the fund’s holdings of any particular currency drop below 15 per cent. of 
the quota of that country, and after the fund has used for additional purchases of that 
currency, (a) gold in an amount equal to the country’s contribution of gold to the fund, 
and (6) the country’s obligations originally contributed, the fund has the authority and 
the duty to render to the country a report embodying an analysis of the causes of the 
depletion of its holdings of that currency, a forecast of the prospective balance of payments 
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in the absence of special measures, and, finally, recommendations designed to increase 
the fund’s holdings of that currency. The board member of the country in question 
should be a member of the fund committee appointed to draft the report. This report 
should be sent to all member countries and, if deemed desirable, made public. Member 
countries agree that they will give immediate and careful attention to recommendations 
made by the fund. 

7. Whenever it becomes evident to the board of directors that the anticipated demand 
for any particular currency may soon exhaust the fund’s holdings of that currency, the 
board of directors of the fund shall inform the member countries of the probable supply 
of this currency and of a proposed method for its equitable distribution, together with 
suggestions for helping to equate the anticipated demand and supply for the currency. 

The fund shall make every effort to increase the supply of the scarce currency by 
acquiring that currency from the foreign balances of member countries. The fund may 
make special arrangements with any member country for the purpose of providing an 
emergency supply under appropriate conditions which are acceptable to both the fund 
and the member country. 

The privilege of any country to acquire an amount of other currencies equal to or 
in excess of its quota shall be limited by the necessity of assuring an appropriate dis- 
tribution among the various members of any currency the supply of which is being 
exhausted. The fund shall apportion its sales of such scarce currency. In such appor- 
tionment, it shall be guided by the principle of satisfying the most urgent needs from 
the point of view of the general international economic situation. It shall also consider 
the special needs and resources of the particular countries making the request for the 
scarce currency. 

8. In order to promote the most effective use of the available and accumulating supply 
of foreign exchange resources of member countries, each member country agrees that 
it will offer to sell to the fund, for its local currency or for foreign currencies which it 
needs, all foreign exchange and gold it acquires in excess of the amount it possessed 
immediately after joining the fund. For the purpose of this provision, including com- 
putations, only free foreign exchange and gold are considered. The fund may accept or 
reject the offer. 

9. To buy from the governments of member countries, abnormal war balances held 
in other countries, provided all the following conditions are met: (a) The abnormal 
war balances are in member countries and are reported as such (for the purpose of this 
provision) by the member government on date of its becoming a member. (b) The 
country selling the abnormal war balances to the fund agrees to transfer these balances 
to the fund and repurchase from the fund 40 per cent. of them (at the same price) with 
gold or such free currencies as the fund may wish to accept, at the rate of 2 per cent. 
of the transferred balances each year for 20 years beginning not later than three years 
after the date of the transfer. 

To help achieve this objective each member country agrees to discourage the un- 
necessary accumulation of foreign balances by its nationals. The fund shall inform any 
member country when, in its opinion, any further growth of privately-held foreign balances 
appears unwarranted. 

(C) The country in which the abnormal war balances are held agrees to the transfer 
to the fund of the balances described in (b) above, and to repurchase from the fund 
40 per cent. of them (at the same price) with gold or such currencies as the fund may wish 
to accept, at the rate of 2 per cent. of the transferred balances each year for 20 years 
beginning not later than three years after the date of transfer. 

(D) A charge of 1 per cent., payable in gold, shall be levied against the country selling 
its abnormal war balances and against the country in which the balances are held. In 
addition a charge of 1 per cent., payable in gold, shall be levied annually against them on 
the amount of such balances remaining to be repurchased by each country. 

(E) If the country selling abnormal war balances to the fund asks for foreign exchange 
rather than local currency, the request will not be granted unless the country needs the 
foreign exchange for the purpose of meeting an adverse balance of payments not arising 
irom the acquisition of gold, the accumulation of foreign balances, or other capital 
transactions. 

{F) Either country may, at its option, increase the amount it repurchases annually. 
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But, in the case of the country selling abnormal! war balances to the fund, not more than 
2 per cent. per annum of the original sum taken over by the fund shall become free, and 
only after three years shall have elapsed since the sale of the balances to the fund. 

(G) The fund has the privilege of disposing of any of its holdings of abnormal war 
balances as free funds after the three-year period is passed, or sooner under the following 
conditions: (1) Its holdings of the free funds of the country in which the balances are 
held fall below 15 per cent. of its quota ; and/or (2) the approval is obtained of the country 
in which the balances are held. 

(H) The country in which the abnormal war balances are held agrees not to impose 
any restriction on the use of the instalments of the 4o per cent. portion gradually re- 
purchased by the country which sold the balances to the fund. 

(1) The fund agrees not to sell the abnormal war balances acquired under the above 
authority, except with the permission or at the request of the country in which the 
balances are being held. 

The fund may invest these balances in ordinary or special government securities 
of that country. The fund shall be free to sell such securities in any country provided 
that the approval of the issuing government is first obtained. 

(J) The fund shall determine from time to time what shall be the maximum pro- 
portion of the abnormal war balances it will purchase under this provision. Abnormal 
war balances acquired under this provision shall not be included in computing the amount 
of foreign exchange available to member countries under their quotas. 

10. To buy and sell currencies of non-member countries, but shall not be authorized 
to hold such currencies beyond sixty days after date of purchase, except with the approval 
of four-fifths of the member votes. 

11. To borrow the currency of any member country, provided four-fifths of the member 
votes approve the terms of such borrowing. 

12. To sell member-country obligations owned by the fund provided that the board 
representative of the country in which the securities are to be sold approves. 

To use its holdings to obtain rediscounts or advances from the central bank of any 
country whose currency the fund requires. 

13. To invest any of its currency holdings in government securities and prime com- 
mercial paper of the country of that currency provided four-fifths of the member votes 
approve, and provided further that the board representative of the country in which 
the investment is to be made approves. 

14. To lend to any member country its local currency from the fund for one year 
or less up to 75 per cent. of the currency of that country held by the fund, provided 
such loan is approved by four-fifths of the member votes. 

15. To levy upon member countries a pro rata share of the expenses of operating the 
fund, payable in local currency, not to exceed 1/10 per cent. per annum of the quota of 
each country. The levy may be made only to the extent that the earnings of the fund 
are inadequate to meet its current expenses, and only with the approval of four-fifths 
of the member votes. 

The fund shall make a service charge of } per cent. or more on all exchange and gold 
transactions. 

16. The fund shall deal only with or through (a) The treasuries, stabilization funds, 
or fiscal agents of member governments; (b) the central banks, only with the consent 
of the member of the board representing the country in question; and (c) any inter- 
national banks owned predominantly by member governments. The fund may, never- 
theless, with the approval of the member of the board representing the government 
of the country concerned, sell its own securities, or securities it holds, directly to the 
public or to institutions of member countries. 





IV—MONETARY UNIT OF THE FUND 
1. The monetary unit of the fund shall be the ‘‘ Unitas” (‘‘ Un’’) consisting of 
137 1/7 grains of fine gold (equivalent to ro dollars U.S.). The accounts of the fund 
shall be kept and published in terms of Unitas. 
2. The value of the currency of each member country shall be fixed by the fund 
in terms of gold or Unitas and may not be altered by any member country without the 
approval of four-fifths of the member votes. 
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3. Deposits in terms of Unitas may be accepted by the fund from member countries 
upon the delivery of gold to the fund and shall be transferable and redeemable in gold 
or in the currency of any member country at the rate established by the fund. The 
fund shall maintain a too per cent. reserve in gold against all Unitas deposits. 

4. No change in the value of the currencies of member countries shall be permitted 
to alter the value in gold or Unitas of the assets of the fund. Thus, if the fund approves 
a reduction in the value of the currency of a member country (in terms of gold or Unitas) 
or if, in the opinion of the board, the currency of a member country has depreciated to 
a significant extent, that country must deliver to the fund when requested an amount 
of its local currrency equal to the decreased value of that currency held by the fund. 
Likewise, if the currency of a particular country should appreciate, the fund must return 
to that country an amount (in the currency of that country) equal to the resulting increase 
in the gold or Unitas value of the fund’s holdings. The same provisions shall also apply 
to the government securities of member countries held by the fund. However, this 
provision shall not apply to currencies acquired under III—g9 (abnormal war balances). 


V—MANAGEMENT 


1. The administration of the fund shall be vested in a board of directors. Each 
government shall appoint a director and an alternate, in a manner determined by it, 
who shall serve for a period of three years, subject to the pleasure of their government. 
Directors and alternates may be reappointed. 

In all voting by the board, the director or alternate of each member country shall 
be entitled to cast an agreed upon number of votes. The distribution of voting power 
shall be closely related to the quotas of member countries. Although not in precise 
proportion to the quotas. An appropriate distribution of voting power would seem to 
be the following : Each country shall have too votes plus one vote for the equivalent 
of each 100,000 unitas (one million dollars) of its quota. Notwithstanding the approved 
formula for distributing voting power, no country shall be entitled to cast more than 
one-fourth of the aggregate votes regardless of its quota. All decisions, except where 
specifically provided otherwise, shall be made by a majority of the member votes. 

2. The board of directors shall select a managing director of the fund and one or 
more assistants. The managing director and the assistants shall hold office for two years, 
shall be eligible for re-election and may be removed for cause at any time by the board. 

The managing director of the fund shall select the operating staff in accordance 
with regulations established by the board of directors. Members of the staff may be 
made available upon request of member countries, for consultation in connection with 
international economic problems and policies. 

3. The board of directors shall appoint from among its members an executive com- 
mittee to consist of not less than eleven members. The chairman of the board shall 
be chairman of the executive committee, and the managing director of the fund shall 
be an ex officio member of the executive committee. The executive committee shall 
be continuously available at the head office of the fund and shall exercise the authority 
delegated to it by the board. In the absence of any member of the executive committee, 
his alternate shall act in his place. Members of the executive committee shall receive 
appropriate remuneration. 

4. The board of directors may appoint such other committees as it finds necessary 
for the work of the fund. It may also appoint advisory committees chosen wholly 
or partially from persons not employed by the fund. 

5. The board of directors may at any meeting, by a four-fifths vote, authorize any 
officers of committee of the fund to exercise any specified powers of the board. The 
board may not delegate, except to the executive committee, any authority which can 
be exercised only by a four-fifths vote. Delegated powers shall be exercised only until 
the next meeting of the board, and in a manner consistent with the general policies 
and practices of the board. 

6. The board of directors may establish procedural regulations governing the opera- 
tions of the fund. The officers and committees of the fund shall be bound by such 
regulations. 

7. The board of directors shall hold an annual meeting and such other mectings as 
it may be desirable to convene. On request of member countries casting one-fourth 








78 - THE BANKER 





of the votes, the chairman shall call a meeting of the board for the purpose of considering 
any matters placed before it. 

8. A country failing to meet its obligations to the fund may be suspended, provided 
a majority of the member votes so decides. While under suspension, the country shall 
be denied the privileges of membership, but shall be subject to the same obligations as 
any other member of the fund. At the end of two years the country shall be automatically 
dropped from membership unless it has been restored to good standing by a mz ujority 
of the member votes. 

Any country may withdraw from the fund by giving notice, and its withdrawal will 
take effect two years from the date of such notice. During the interval between notice 
of withdrawal and the taking of effect of the notice, such country shall be subject to the 
same obligations as any other member of the fund. A country which is dropped or which 
withdraws from membership shall have returned to it an amount in its own currency 
equal to its contributed quota, plus other obligations of the fund to the country, and 
minus any sum owed by that country to the fund. 

Any losses of the fund may be deducted pro rata from the contributed quota to be 
returned to the country that has been dropped or has withdrawn from membership. 
The fund shall have five years in which to liquidate its obligation to such a country. 
When any country is dropped or withdraws from the funds, the rights of the fund shall 
be fully safeguarded. 

9g. Net profits earned by the fund shall be distributed in the following manner: 
(a) 50 per cent. to reserves until the reserves are equal to to per cent. of the aggregate 
quotas of the fund; (6) 50 per cent. to be divided each year among the members in 
proportion to their quotas. Dividends distributed to each country shall be paid in its 
own currency or in Unitas at the discretion of the fund. 


VI—POLICIES OF MEMBER COUNTRIES 


~— member country of the fund undertakes the following : 

To maintain by appropriate action exchange rates established by the fund of 
the ¢ currencies of other countries, and not to alter exchange rates except with the consent 
of the fund and only to the extent and in the direction approved by the fund. Exchange 
rates of member countries may be permitted to fluctuate within a specified range fixed 
by the fund. 

2. To abandon, as soon as the member country decides that conditions permit, all 
restrictions and controls over foreign exchange transactions (other than those involving 
capital transfers) with other member countries, and not to impose any additional re- 
strictions without the approval of the fund. The fund may make representations to 
member countries that conditions are favourable for the abandonment of the restrictions 
and controls over foreign exchange transactions, and each member country shall give 
consideration to such representations. 

3. To co-operate effectively with other member countries when such countries, with 
the approval of the fund, adopt or continue controls for the purpose of regulating inter- 
national movements of capital. Co-operation shali include, upon recommendation by 
the fund, measures that can appropriately be taken: (a) Not to accept or permit ac- 
quisition of deposits, securities, or investments by nations of any member country im- 
posing restrictions on the export of capital except with the permission of the government 
of that country and the funds; (0) to make available to the fund or to the government of 
any member country full information on all property in the form of deposits, securities 
and investments of the nationals of that member country ; and (c) such other measures 
as the fund shall recommend. 

4. Not to enter upon any new bilateral foreign exchange clearing arrangements, 
nor engage in multiple currency practices, except with the approval of the fund. 

5. To give consideration to the views of the fund on any existing or proposed monetary 
or economic policy, the effect of which would be to bring about sooner or later a serious 
disequilibrium in the balance of payments of other countries. 

To furnish the fund with all information it needs for its operations and to furnish 
such reports as it may require in the form and at the times requested by the fund. 

7. To adopt appropriate legislation or decrees to carry out its undertakings to the 
fund and to facilitate the activities of the fund. 





————— 


THE BRITISH PLAN 


Proposals for an International Clearing Union 
(A BRIDGED] 


In preparing these proposals care has been taken to regard certain conditions, which 
the groundwork of an international economic system to be set up after the war should 
satisfy, if it is to prove durable : 

(i) There should be the least possible interference with internal national policies, 
and the plan should not wander from the international terrain. Since such policies 
may have important repercussions on international relations, they cannot be left 
out of account. Nevertheless in the realm of internal policy the authority of the 
Governing Board of the proposed Institution should be limited to recommendations, 
or at the most to imposing conditions for the more extended enjoyment of the facilities 
which the Institution offers. (ii) The technique of the plan must be capable of 
application, irrespective of the type and principle of government and economic 
policy existing in the prospective member States. (iii) the management of the 
Institution must be genuinely international without preponderant power of veto 
or enforcement to any country or group ; and the rights and privileges of the smaller 
countries must be safeguarded. (iv) Some qualification of the right to act at pleasure 
is required by any agreement or treaty between nations. But in order that such 
arrangements may be fully voluntary so long as they last and terminable when 
they have become irksome, provision must be made for voiding the obligation at 
due notice. If many member States were to take advantage of this, the plan would 
have broken down. But if they are free to escape from its provisions if necessary 
they may be the more willing to go on accepting them. (v) The plan must operate 
not only to the general advantage but also to the individual advantage of each of 
the participants, and must not require a special economic or financial sacrifice 
from certain countries. No participant must be asked to do or offer anything which 
is not to his own true long-term interest. 

It must be emphasized that it is not for the Clearing Union to assume the burden 
of long-term lending which is the proper task of some other institution. It is also necessary 
for it to have means of restraining improvident borrowers. But the Clearing Union 
must also seek to discourage creditor countries from leaving unused large liquid balances 
which ought to be devoted to some positive purpose. For excessive credit balances 
necessarily create excessive debit balances for some other party. In recognizing that 
the creditor as well as the debtor may be responsible for a want of balance, the proposed 
institution would be breaking new ground. 

The proposal is to establish a Currency Union, here designated an International 
Clearing Union, based on international bank-money, called (let us say) bancor, fixed 
(but not unalterably) in terms of gold and accepted as the equivalent of gold by the 
British Commonwealth and the United States and all the other members of the Union 
for the purpose of settling international balances. The Central Banks of all member 
States (and also of non-members) would keep accounts with the International Clearing 
Union through which they would be entitled to settle their exchange balances with one 
another at their par value as defined in terms of bancor. Countries having a favourable 
balance of payments with the rest of the world as a whole would find themselves in 
possession of a credit account with the Clearing Union, and those having an unfavourable 
balance would have a debit account. Measures would be necessary (see below) to prevent 
the piling up of credit and debit balances without limit, and the system would have 
= in the long run if it did not possess sufficient capacity for self-equilibrium to secure 
this. 

The idea underlying such a Union is simple, namely, to generalize the essential 
principle of banking as it is exhibited within any closed system. This principle is the 
hecessary equality of credits and debits. If no credits can be removed outside the 
clearing system, but only transferred within it, the Union can never be in any difficulty 
as regards the honouring of cheques drawn upon it. It can make what advances it wishes 
to any of its members with the assurance that the proceeds can only be transferred to 
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the clearing account of another member. Its sole task is to see to it that its members 
keep the rules and that the advances made to each of them are prudent and advisable 


for the Union as a whole. 


THE PROVISIONS OF THE PLAN 

The provisions proposed (the particular proportions and other details suggested 
being tentative as a basis of discussion) are the following : 

(1) All the United Nations will be invited to become original members of the Inter- 
national Clearing Union. Other states may be invited to join subsequently. If ex- 
enemy states are invited to join, special conditions may be applied to them. 

2) The Governing Board of the Clearing Union shall be appointed by the Govern- 
ments of the several member states (as provided in (12) below) ; the daily business with 
the Union and the technical arrangements being carried out through their Central Banks 
or other appropriate authorities. 

(3) The member states will agree between themselves the initial values of their own 
currencies in terms of bancor. A member state may not subsequently alter the value 
of its currency in terms of bancor without the permission of the Governing Board except 
under the conditions stated below ; but during the first five years after the inception 
of the system the Governing Board shall give special consideration to appeals for an 
adjustment in the exchange value of a national currency unit on the ground of unforescen 
circumstances. 

(4) The value of bancor in terms of gold shall be fixed by the Governing Board. 
Member states shall not purchase or acquire gold, directly or indirectly, at a price in 
terms of their national currencies in excess of the parity which corresponds to the value 
of their currency in terms of bancor and to the value of bancor in terms of gold. Their 
sales and purchases of gold shall not be otherwise restricted. 

(5) Each member state shall have assigned to it a quota, which shall determine the 
measure of its responsibility in the management of the Union and of its right to enjoy 
the credit facilities provided by the Union. The initial quotas might be fixed by reference 
to the sum of each country’s exports and imports on the average of (say) the three pre-war 
years, and might be (say) 75 per cent. of this amount, a special assessment being sub- 
stituted in case (of which there might be several) where this formula would be, for any 
reason, inappropriate. Subsequently, after the elapse of the transitional period, the 
quotas should be revised annually in accordance with the running average of each 
country’s actual volume of trade in the three preceding years, rising to a five-year average 
when figures for five post-war years are available. The determination of a country’s 
quota primarily by reference to the value of its foreign trade seems to offer the criterion 
most relevant to a plan which is chiefly concerned with the regulation of the foreign 
exchanges and of a country’s international trade balance. It is, however, a matter for 
discussion whether the formula for fixing quotas should also take account of other factors 

(6) Member states shall agree to accept payment of currency balances, due to them 
from other members, by a transfer of bancor to their credit in the books of the Clearing 
Union. They shall be entitled, subject to the conditions set forth below, to make 
transfers of bancor to other members which have the effect of overdrawing their own 
accounts with the Union, provided that the maximum debit balances thus created do 
not exceed their quota. The Clearing Union may, at its discretion, charge a small 
commission or transfer fee in respect of transactions in its books for the purpose of meeting 
its current expenses or any other outgoings approved by the Governing Board. 

(7) A member state shall pay to the Reserve Fund of the Clearing Union a charge 
of 1 per cent. per annum on the amount of its average balance in bancor, whether it is 
a credit or a debit balance, in excess of a quarter of its quota; and a further charge of 
I per cent. on its average balance, whether credit or debit, in excess of half of its quota 
Thus, only a country which keeps as nearly as possible in a state of international balance 
on the average of the year will escape this contribution. These charges are not absolutely 
essential to the scheme. But if they are found acceptable, they would be valuable and 
important inducements towards keeping a level balance, and a significant indication 
that the system looks on excessive credit balances with as critical an eye as on excessive 
debit balances, each being, indeed, the inevitable concomitant of the other. Any member 
state in debit may, after consultation with the Governing Board, borrow bancor from 
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the balances of any member state in credit on such terms as may be mutually agreed, 
by which means each would avoid these contributions. The Governing Board may, 
at its discretion, remit the charges on credit balances, and increase correspondingly 
those on debit balances, if in its opinion unduly expansionist conditions are impending 
in the world economy. 

(8)—(a) A member state may not increase its debit balance by more than a quarter 
of its quota within a year without the permission of the Governing Board. If its debit 
balance has exceeded a quarter of its quota on the average of at least two years, it shall 
be entitled to reduce the value of its currency in terms of bancor provided that the 
reduction shall not exceed 5 per cent. without the consent of the Governing Board ; 
but it shall not be entitled to repeat this procedure unless the Board is satisfied that 
this procedure is appropriate. 

(6) The Governing Board may require from a member state having a debit balance 
reaching a half of its quota the deposit of suitable collateral against its debit balance. 
Such collateral shall, at the discretion of the Governing Board, take the form of gold, 
foreign or domestic currency or Government bonds, within the capacity of the member 
state. As a condition of allowing a member state to increase its debit balance to a figure 
in excess of a half of its quota, the Governing Board may require all or any of the following 
measures : 

(i) A stated reduction in the value of the member’s currency, if it deems that 
to be the suitable remedy; (ii) the control of outward capital transactions if not 
already in force; and (iii) the outright surrender of a suitable proportion of any 
separate gold or other liquid reserve in reduction of its debit balance. 

Furthermore, the Governing Board may recommend to the Government of the member 
state any internal measures affecting its domestic economy which may appear to be 
appropriate to restore the equilibrium of its international balance. 

(c) If a member state’s debit balance has exceeded three-quarters of its quota on 
the average of at least a year and is excessive in the opinion of the Governing Board in 
relation to the total debit balances outstanding on the books of the Clearing Union, or 
is increasing at an excessive rate, it may, in addition, be asked by the Governing Board 
to take measures to improve its position, and, in the event of its failing to reduce its 
debit balance accordingly within two years, the Governing Board may declare that it is 
in default and no longer entitled to draw against its account except with the permission 
of the Governing Board. 

(d) Each member state, on joining the system, shall agree to pay to the Clearing 
Union any payments due from it to a country in default towards the discharge of the 
latter’s debit balance and to accept this arrangement in the event of falling into default 
itself. A member state which resigns from the Clearing Union without making approved 
arrangements for the discharge of any debit balance shall also be treated as in default. 

(9) A member state whose credit balance has exceeded a half of its quota on the 
average of at least a year shall discuss with the Governing Board (but shall retain the 
ultimate decision in its own hands) what measures would be appropriate to restore the 
equilibrium of its international balances, including : 

(a) Measures for the expansion of domestic credit and domestic demand ; (b) the 
appreciation of its local currency in terms of bancor, or, alternatively, the encourage- 
ment of an increase in money rates of earnings ; (c) the reduction of tariffs and other 
discouragements against imports; (d) international development loans. 

(10) A member state shall be entitled to obtain a credit balance in terms of bancor 
by paying in gold to the Clearing Union for the credit of its clearing account. But no 
one is entitled to demand gold from the Union against a balance of bancor, since such 
balance is available only for transfer to another clearing account. The Governing 
Board of the Union shall, however, have the discretion to distribute any gold in the 
possession of the Union between the members possessing credit balances in excess of a 
specified proportion of their quotas, proportionately to such balances, in reduction to 
their amount in excess of that proportion. 

(11) The monetary reserves of a member state, viz., the Central Bank or other bank 
or Treasury deposits in excess of a working balance, shall not be held in another country 
except with the approval of the monetary authorities of that country. 

(12) The Governing Board shall be appointed by the Governments of the member 
States, those with the larger quotas being entitled to appoint a member individually, 
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and those with smaller quotas appointing in convenient political or geographical groups, 
so that the members would not exceed (say) 12 or 15 in number. Each representative 
on the Governing Board shall have a vote in proportion to the quotas of the State (or 
States) appointing him, except that on a proposal to increase a particular quota, a repre- 
sentative’s voting power shall be measured by the quotas of the member states appointing 
him, increased by their credit balance or decreased by their debit balance, averaged in 
each case over the past two years. Each member state, which is not individually repre- 
sented on the Governing Board, shall be entitled to appoint a permanent delegate to 
the Union to maintain contact with the Board and to act as liaison for daily business 
and for the exchange of information with the Executive of the Union. Such delegate 
shall be entitled to be present at the Governing Board when any matter is under con- 
sideration which specially concerns the state he represents, and to take part in the 
discussion. 

(13) The Governing Board shall be entitled to reduce the quotas of members, all in 
the same specified proportion, if it seems necessary to correct in this manner an excess 
of world purchasing power. In that event, the provisions of 6 (8) shall be held to apply 
to the quotas as so reduced, provided that no member shall be required to reduce his 
actual overdraft at the date of the change, or be entitled by reason of this reduction to 
alter the value of his currency under 6 (8) (a), except after the expiry of two years. If 
the Governing Board subsequently desires to correct a potential deficiency of world 
purchasing power, it shall be entitled to restore the general level of quotas towards the 
original level. 

(14) The Governing Board shall be entitled to ask and receive from each member 
state any relevant statistical or other information, including a full disclosure o f gold 
external credit and debit balances and other external assets and liabilities, both public 
and private. So far as circumstances permit, it will be desirable that the member states 
shall consult with the Governing Board on important matters of policy likely to affect 
substantially their bancor balances or their financial relations with other members. 


(15) Executive offices of the Union shall be situated in London and New York, with 
the Governing Board meeting alternately in London and Washington. 

(16) Members shall be entitled to withdraw from the Union on a year’s notice, subject 
to their making satisfactory arrangements to discharge any debit balance. They would 
not, of course, be able to employ any credit balance except by making transfers from it, 
either before or after their withdrawal to the Clearing Accounts of other Central Banks. 
Similarly, it should be within the power of the Governing Board to require the withdrawal 
of a member, subject to the same notice, if the latter is in breach of agreements relating 
to the Clearing Union. 

(17) The Central Banks of non-member states would be allowed to keep credit clearing 
accounts with the Union; and, indeed, it would be advisable for them to do so for the 
conduct of their trade with member states. But they would have no right to overdrafts 
and no say in the management. 

(18) The Governing Board shall make an annual report and shall convene an annual 
assembly, at which every member state shall be entitled to be represented individually 
and to move proposals. The principles and governing rules of the Union shall be the 
subject of reconsideration after five years’ experience, if a majority of the assembly 
desire it. 
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POSITION OF CREDITOR COUNTRIES 


It is not contemplated that either the debit or the credit balance of an individual 
country ought to exceed a certain maximum—let us say, its quota. In the case of debit 
balances this maximum has been made a rigid one, and, indeed, counter-measures are 
called for long before the maximum is reached. In the case of credit balances no rigid 
maximum has been proposed. For the appropriate provision might be to require the 
eventual cancellation or compulsory investment of persistent bancor credit balances 
accumulating in excess of a member’s quota; and, however desirable this may be in 
principle, it might be felt to impose on creditor countries a heavier burden than they 
can be asked to accept before having had experience of the benefit to them of the working 
of the plan as a whole. If, on the other hand, the limitation were to take the form of 
the creditor country not being required to accept bancor in excess of a prescribed figure, 
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this might impair the general acceptability of bancor, whilst at the same time conferring 
no real benefit on the creditor country itself. 

The absence of a rigid maximum to credit balances does not impose on any member 
state, as might be supposed at first sight, an unlimited liability outside its own control. 
The liability of an individual member is determined not by the quotas of the other 
members, but by its own policy in controlling its favourable balance of payments. The 
existence of the Clearing Union does not deprive a member state of any of the facilities 
which it now possesses for receiving payment for its exports. . . The difference is that 
in the absence of the Clearing Union, more or less automatic factors come into play to 
restrict the volume of its exports after the above means of receiving payment for them 
have been exhausted. Certain countries become unable to buy and, in addition to this, 
there is an automatic tendency towards a general slump in international trade and, as a 
result, a reduction in the exports of the creditor country. Thus, the effect of the Clearing 
Union is to give the creditor country a choice between voluntarily curtailing its exports 
to the same extent that they would have been involuntarily curtailed in the absence 
of the Clearing Union, or, alternatively, of allowing its exports to continue and accumulat- 
ing the excess receipts in the form of bancor balances for the time being. 





SOME ADVANTAGES OF THE PLAN 


The plan aims at the substitution of an expansionist, in place of a contractionist> 
pressure on world trade. 

It effects this by allowing to each member state overdraft facilities of a defined 
amount. Thus each country is allowed a certain margin of resources and a certain 
interval of time within which to effect a balance in its economic relations with the rest 
of the world. These facilities are made possible by the constitution of the system itself 
and do not involve particular indebtedness between one member state and another. 
A country is in credit or debit with the Clearing Union as a whole. This means that 
the overdraft facilities, whilst a relief to some, are not a real burden to others. For the 
accumulation of a credit balance with the Clearing Union would resemble the importation 
of gold in signifying that the country holding it is abstaining voluntarily from the im- 
mediate use of purchasing power. But it would not involve, as would the importation 
of gold, the withdrawal of this purchasing power from circulation or the exercise of a 
deflationary and contractionist pressure on the whole world, including in the end the 
creditor country itself. 

There might be other ways of effecting the same objects temporarily or in part. For 
example, the United States might redistribute her gold. Or there might be a number 
of bilateral arrangements having the effect of providing international overdrafts, as, for 
example, an agreement by the Federal Reserve Board to accumulate, if necessary, a 
large sterling balance at the Bank of England, accompanied by a great number of similar 
bilateral arrangements, amounting to some hundreds altogether, between these and all 
the other banks in the world. . . It should be much easier, and surely more satisfactory 
for all of us, to enter into a general and collective responsibility, applying to all countries 
alike, that a country finding itself in a creditor position against the rest of the world as a 
whole should enter into an arrangement not to allow this credit balance to exercise a 
contractionist pressure against world economy and, by repercussion, against the economy 
of the creditor country itself. 

The facilities offered will be of particular importance in the transitional period after 
the war, as soon as the initial shortages of supply have been overcome. Many countries 
will find a difficulty in paying for their imports, and will need time and resources before 
they can establish a readjustment. 

It must, however, be emphasized that the provision by which the members of the 
Clearing Union start with substantial overdraft facilities in hand will be mainly useful, 
just as the possession of any kind of reserve is useful, to allow time and method for 
necessary adjustments and a comfortable safeguard behind which the unforeseen and 
the unexpected can be faced with equanimity. Obviously, it does not by itself provide 
any long-term solution against a continuing disequilibrium, for in due course the more 
improvident and the more impecunious, left to themselves, would have run through 
their resources. 
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The provisions suggested differ in one important respect from the pre-war system 
because they aim at putting some part of the responsibility for adjustment on the creditor 
country as well as on the debtor. This is an attempt to recover one of the advantages 
which were enjoyed in the nineteenth century, when a flow of gold due to a favourable 
balance in favour of London and Paris, which were then the main creditor centres, 
immediately produced an expansionist pressure and increased foreign lending in those 
markets, but which has been lost since New York succeeded to the position of main 
creditor, as a result of gold movements failing in their effect, of the breakdown of inter- 
national borrowing and of the frequent flight of loose funds from one depository to 
another. The object is that the creditor should not be allowed to remain entirely passive. 
For if he is, an intolerably heavy task may be laid on the debtor country, which is already 
for that very reason in the weaker position. 

If, indeed, a country lacks the productive capacity to maintain its standard of life, 
then a reduction in this standard is not avoidable. If its wage and price levels in terms 
of money are out of line with those elsewhere, a change in the rate of its foreign exchange 
is inevitable. But if, possessing the productive capacity, it lacks markets because of 
restrictive policies throughout the world, then the remedy lies in expanding its oppor- 
tunities for export by removal of the restrictive pressure. We are too ready today to 
assume the inevitability of unbalanced trade positions, thus making the opposite error 
to those who assumed the tendency of exports and imports to equality. It used tobe 
supposed, without sufficient reason, that effective demand is always properly adjusted 
throughout the world ; we now tend to assume, equally without sufficient reason, that 
it never can be. On the contrary, there is great force in the contention that, if active 
employment and ample purchasing power can be sustained in the main centres of the 
world trade, the problem of surpluses and unwanted exports will largely disappear, 
even though, under the most prosperous conditions, there may remain some disturbances 
of trade and unforeseen situations requiring special remedies. 





THE DAILY MANAGEMENT OF THE EXCHANGES UNDER THE PLAN 

The Clearing Union restores unfettered multilateral clearing between its members. . . 
If the argument is used that the Clearing Union may have difficulty in disciplining a 
misbehaving country and in avoiding consequential loss, with what much greater force 
can we urge this objection against a multiplicity of separate bilateral payments agreements. 

In conditions of multilateral clearing, exchange dealings would be carried on as 
freely as in the best days of the gold standard, without its being necessary to ask anyone 
to accept special or onerous conditions. The principles governing transactions are: 
First, that the Clearing Union is set up, not for the transaction of daily business between 
individual traders or banks, but for the clearing and settlement of the ultimate out- 
standing balances between Central Banks (and certain other super-national Institutions), 
such as would have been settled under the old gold standard by the shipment or the 
earmarking of gold and should not trespass unnecessarily beyond this field ; and, second, 
that its purpose is to increase freedom in international commerce and not to multiply 
interferences or compulsions. 

Many Central Banks have found great advantage in centralizing with themselves 
or with an Exchange Control the supply and demand of all foreign exchange, thus dis- 
pensing with an outside exchange market. . . The further extension of such arrangements 
would be consonant with the general purposes of the Clearing Union, inasmuch as they 
would promote order and discipline in international exchange transactions in detail 
as well as in general. The same is true of the control of Capital Movements, further 
described below, which many states are likely to wish to impose on their own nationals. 
But the structure of the proposed Clearing Union does not require such measures of 
centralization or of control on the part of a member state. It is, for example, consistent 
alike with the type of Exchange Control now established in the United Kingdom or with 
the system now operating in the United States. The Union does not prevent private 
holdings of foreign currency or private dealings in exchange or international capital 
movements, if these have been approved or allowed by the member states concerned. 
Central Banks can deal direct with one another as heretofore. No transaction in bancor 
will take place except when a member state or its Central Bank is exercising the right 
to pay in it. . . Thus the fabric of international banking organisation, built up by long 
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experience to satisfy practical needs, would be left as undisturbed as possible. 

It is not necessary to interfere with the discretion of countries which desire to maintain 
a special intimacy within a particular group of countries associated by geographical 
or political ties, such as the existing sterling area. . . There is no reason why such 
countries should not be allowed a double position, both as members of the Clearing 
Union in their own right with their proper quota, and also as making use of another 
financial centre along traditional lines as, for example, Australia and India with London, 
or certain American countries with New York. 

At the same time countries, which do not belong to a special geographical or political 
group, would be expected to keep their reserve balances with the Clearing Union and 
not with one another. It has, therefore, been laid down that balances may not be held 
in another country except with the approval of the monetary authorities of that country ; 
and, in order that sterling and dollars might not appear to compete with bancor for the 
purpose of reserve balances, the United Kingdom and the United States might agree 
together that they would not accept the reserve balances of other countries in excess 
of normal working balances except in the case of banks definitely belonging to a Sterling 
Area or Dollar Area group. 


GOLD UNDER THE PLAN 


Gold still possesses great psychological value which is not being diminished by current 
events; and the desire to possess a gold reserve against unforeseen contingencies is 
likely to remain. Gold also has the merit of providing in point of form (whatever the 
underlying realities may be) an uncontroversial standard of value for international 
purposes, for which it would not yet be easy to find a serviceable substitute. Moreover, 
by supplying an automatic means for settling some part of the favourable balances of 
the creditor countries, the current gold production of the world and the remnant of gold 
reserves held outside the United States may still have a useful part to play. Nor is it 
reasonable to ask the United States to de-monetize the stock of gold which is the basis 
of its impregnable liquidity. What, in the long run, the world may decide to do with 
gold is another matter. The purpose of the Clearing Union is to supplant gold as a 
governing factor, but not to dispense with it. 

. . The fact that a member state is entitled to obtain a credit in terms of bancor 
by paying actual gold to the credit of its clearing account, secures a steady and ascertained 
purchaser for the output of the gold-producing countries, and for countries holding a 
large reserve of gold. Thus the position of producers and holders of gold is not affected 
adversely, and is, indeed, improved. 

Central Banks would be entitled to retain their separate gold reserves and ship gold 
to one another, provided they did not pay a price above parity, they could coin gold 
and put it into circulation, and, generally speaking, do what they liked with it. 

One limitation only would be, for obvious reasons, essential. No member state 
would be entitled to demand gold from the Clearing Union against its balance of bancor ; 
for bancor is available only for transfer to another clearing account. Thus between 
gold and bancor itself there would be a one-way convertibility, such as ruled frequently 
before the war with national currencies which were on what was called a “‘ gold exchange 
standard.” 

The question has been raised whether these arrangements are compatible with the 
retention by individual member states of a full gold standard with two-way convertibility, 
so that, for example, any foreign central bank acquiring dollars could use them to obtain 
gold for export. It is not evident that a good purpose would be served by this. But 
it need not be prohibited. 

The value of bancor in terms of gold is fixed but not unalterably. The power to vary 
its value might have to be exercised if the stocks of gold tendered to the Union were to 
be excessive. No object would be served by attempting further to peer into the future 
or to prophesy the ultimate outcome. 


THE CONTROL OF CAPITAL MOVEMENTS 


There is no country which can, in future, safely allow the flight of funds for political 
reasons or to evade domestic taxation or in anticipation of the owner turning refugee. 
Equally, there is no country that can safely receive fugitive funds, which constitute 
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an unwanted import of capital, yet cannot safely be used for fixed investment. — For 
these reasons it is widely held that control of capital movements, both inward and 
outward, should be a permanent feature of the post-war system. It is an objection to 
this that control, if it is to be effective, probably requires the machinery of exchange 
control for all transactions, even though a general permission is given to all remittances 
in respect of current trade. . . Such control will be more difficult to work by unilateral 
action on the part of those countries which cannot afford to dispense with it, especially 
in the absence of a postal censorship, if movements of capital cannot be controlled aj 
both ends. It would, therefore, be of great advantage if the United States, as well as 
other members of the Clearing Union, would adopt machinery similar to that which the 
British Exchange Control has now gone a long way towards perfecting. . . The method 
and degree of such control should therefore be left to the decision of each member state. 


The position of abnormal balances in overseas ownership held in various countries 
at the end of the war presents a problem of considerable importance and special difficulty. 
. . . Perhaps there should be some special over-riding provision for dealing with the 
transitional period only by which, through the aid of the Clearing Union, such balances 
would remain liquid and convertible into bancor by the creditor country whilst there 
would be no corresponding strain on the bancor resources of the debtor country, or, at 
any rate, the resulting strain would be spread over a period. 

It should be emphasized that the purpose of the overdrafts of bancor permitted by 
the Clearing Union is, not to facilitate long-term, or even medium-term, credits to be 
made by the debtor countries which cannot afford them, but to allow time and a breathing 
space for adjustments and for averaging one period with another to all member states 
alike. . . The machinery and organization of international medium-term and long-term 
lending is another aspect of post-war economic policy, not less important than the purposes 
which the Clearing Union seeks to serve, but requiring another, complementary institution. 








THE TRANSITIONAL ARRANGEMENTS 


It would be of great advantage to agree the general principles of the Clearing Union 
before the end of the war, with a view to bringing it into operation at an early date after 


the termination of hostilities. . . On the other hand, goods will be in short supply and 
the prevention of inflationary international conditions of much more importance for the 
time being than the opposite. . . If the intention is to provide resources on liberal and 


comprehensive lines outside the resources made available by the Clearing Union and 
additional to them, it might be better for such specific aid to take the place of the proposed 
overdrafts during the “ relief ’’ period of (say) two years. In this case credit ciearing 
balances would be limited to the amount of gold delivered to the Union, and the overdraft 
facilities created by the Union in favour of the Relief Council, the International Invest- 
ment Board or the Commodity Controls. . . If, on the other hand, relief from outside 
sources looks like being inadequate from the outset, the overdraft quotas may be even 
more necessary at the outset than later on. 


CONCLUSION 

It has been suggested that so ambitious a proposal is open to criticism on the ground 
that it requires from the members of the Union a greater surrender of their sovereign 
rights than they will readily concede. But no greater surrender is required than in a 
commercial treaty. The obligations will be entered into voluntarily and can be terminated 
on certain conditions by giving notice. 

A greater readiness to accept super-national arrangements must be required in the 
post-war world. If the arrangements proposed can be described as a measure of financial 
disarmament, there is nothing here which we need be reluctant to accept ourselves or 
to ask of others. It is an advantage, and not a disadvantage, of the scheme that it 
invites the member states to abandon that licence to promote indiscipline, disorder and 
bad-neighbourliness which, to the general disadvantage, they have been free to exercise 
hitherto. 

The plan makes a beginning at the future economic ordering of the world between 
nations and “‘ the winning of the peace.”’ It might help to create the conditions and the 
atmosphere in which much else would be made easier. 
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Keynes Plan and White Plan: A 
Compromise 


By Paul Einzig 


HE outstanding financial event of the year has been the 

publication of the Keynes Plan for the establishment of an 

International Clearing Union and the American Plan drafted 
by Mr. Harry D. White for an International Stabilization Fund 
of the United and Associated Nations. There can be no international 
currency plan whatsoever unless the British and American points 
of view can be brought in harmony. Indeed, many commentators 
rightly point out that it was a mistake to have submitted the Plans 
to the Allies, instead of first negotiating to create a joint British- 
American Plan. The mistake is by no means irreparable, but if 
the impression is allowed to continue for too long that the two 
Plans are necessarily alternative solutions, and that the nations 
must choose either the one or the other, the atmosphere created 
will considerably increase the difficulties of an eventual compromise. 


What are exactly those differences between the British and the 
American Plans? There are many of them if we go into minute 
details, but then neither of the two Treasuries has it in mind to 
adhere rigidly to every technical detail of its Plan. Indeed, both 
Sir Kingsley Wood and Mr. Henry Morgenthau made it quite plain 
that their respective Plans merely constituted tentative proposals. 
We need not concern ourselves, therefore with discrepancies of detail, 
but only with differences between the principles involved. 

The following is a brief summary of these differences : 

(1) While the British Plan does not indicate the proposed 
value of its monetary unit, the “ Bancor,” the American Plan 
wants the ‘‘ Unitas ”’ to be equal to ten dollars. This would mean 
that for all practical purposes the international currency unit 
would be the dollar, though that is true of any gold unit so long 
as the U.S. Treasury maintains a fixed buying price for gold. 

(2) While in the British Plan the proposed international 
currency would be inconvertible, under the American Plan it 
would be freely convertible into dollars. The Bancor balances 
would have no statutory security beyond the undertaking of the 
participating countries to accept them in settlement of their 
favourable trade balances. The Unitas deposits, on the other 
hand, would have to be secured by maintaining a large gold 
reserve. 
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(3) Under the British Plan, the participating countries need 
not make any initial contributions towards the funds of the 
proposed International Institution. On the contrary, they are 
entitled to begin by overdrawing their account. Under the 
American Plan, on the other hand, the participating countries 
would have to deposit fifty per cent. of their quotas, part of 
which must be contributed in gold and the rest in their national 
currencies and Government Bonds. 

(4) Under the British Plan, trade balances are settled by 
means of transfers of Bancor balances from the account of the 
debtor country to the account of the creditor country. Under 
the American Plan, the creditor countries would be under 
obligation to buy from the International Institution the 
currencies of other member countries against their national 
currency, which would thus become available for settlement of 
their claims. 

(5) Under the British Plan, the value of the currencies of 
participating countries would be changed by a decision of the 
Board of the International Institution when a country had run 
up an excessive debit balance in Bancors as a result of its trade 
deficit. Under the American Plan the sole basis of a decision to 
devalue a currency would be a fundamental disequilibrium 
which calls for correction. 

(6) Under the British Plan, the quota of each participant, 
which is to determine the limit of its overdraft and also its 
voting power on the Board of the International Institution, is 
to be fixed according to the average total of its pre-war imports 
and exports. Under the American Plan, the quota is to be 
fixed according to the size of the participating countries’ gold 
reserve and national income and according to the fluctuation of 
its pre-war trade balance. 

(7) Under the British Plan it would be purely optional for 
the participating countries to maintain exchange restrictions 
or to remove them, though the author of the Plan is obviously 
in favour of maintaining them. Under the American Plan, 
restrictions on capital movements would be retained, but it 
would be the declared policy to remove restrictions on foreign 
exchange dealings connected with current trade requirements. 

(8) Under the British Plan, it is possible for all countries 
holding Bancor balances or possessing unused Bancor overdraft 
facilities to exercise their purchasing power in any one of the 
participating countries, which would thus become a possessor 
of a very large Bancor balance. Under the American Plan, a 
limit is fixed to the extent to which the purchasing power 





| 
: 





——$—$—$—_. 


need 
f the 
y are 
r the 
tries 
rt of 
ional 


1 by 
f the 
nder 
nder 

the 
onal 
it of 


Ss of 
the 
run 

rade 

n to 

‘jum 


ant, 
» its 
n, is 
orts 
» be 
zold 


n of 


for 
ions 
isly 
lan, 
t it 
ign 


5. 

ries 
raft 
the 
;Sor 
1, a 
wer 


_ KEYNES PLAN AND WHITE PLAN 89 





provided by the International Institution can be exercised 
in any one particular country. 

Regarding the choice of the monetary unit, the idea that it 
should be the dollar under a different name will doubtless be strongly 
opposed by the City, which is very anxious that after the war sterling 
should be restored as the chief currency in international trade 
and finance. At the risk of incurring unpopularity among British 
bankers, the writer of this article ventures to suggest that there 
would be no harm in giving way to the American point of view in 
the choice of the monetary unit. As far as the public is concerned, 
that monetary unit would mean nothing. No individual or firm, other 
than the Central Bank, would ever be likely to have any transaction 
in the international monetary unit, and for this reason it is a matter 
of small importance whether that unit represents the gold equivalent 
of the pound sterling or of the dollar or simply a certain weight of 
gold. Admittedly, under the American Plan, the arithmetic of 
conversions from dollars into unitas and vice versa would be very 
simple. If, however, the sterling dollar parity is fixed at a round 
figure (at, say, $4.00 per {1), then conversion from sterling into 
unitas and vice-versa would be almost as simple. 

Under both Plans, the value of all national currencies would be 
fixed in terms of gold and in terms of the new international monetary 
unit. There would be, therefore, no specific advantage in transacting 
business in dollars rather than in sterling, merely because of the 
parity of 10: 1 against 2}: 1 in the case of the latter. As for the 
name of the proposed unit, it would surely have been difficult to find 
a worse name than “‘ Bancor.’”’ Although the choice of “‘ Unitas ”’ 
is not exactly ideal (it happens to be the name of a much-advertised 
soap), it is decidedly an improvement on Bancor. 

On the other hand, it is essential to resist the American proposal 
for the full convertibility of the Unitas into gold. If that condition 
is accepted, the main object of the Plan, which is to provide the 
maximum of inducement for creditor countries to collect their claims 
in goods instead of insisting on gold, would be weakened. Any 
country accepting payment from a debtor in Unitas would then be 
in a position to withdraw gold from the Stabilization Fund, instead 
of making an effort to increase its imports. One of the greatest 
advantages of the Keynes’ Plan lies in the fact that under it a currency 
is created which can be used for international payments in the same 
way as gold, and which would be additional to the gold available for 
that purpose. This aspect of the Keynes’ Plan is clearly indicated 
in Chapter 1, Article (c) : 

“We need a quantum international currency which is 
neither determined in an unpredictable and irrelevant manner 
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as, for example, by the technical progress of the gold industry, 
nor subject to large variations depending on the gold reserve 
policies of individual countries, but is governed by the actual 
current requirements of world commerce and is also capable of 
deliberate expansion and contraction to offset deflationary and 
inflationary tendencies in effective world demand.” 


Clearly, if the proposed currency is convertible into gold and has 
to be secured by one hundred per cent. gold reserve, then these 
immense advantages could not be achieved. 


One of the great features of the Keynes’ Plan is that under it 
the proposed International Institution would, so to say, create 
something out of nothing. It is a logical step in the evolution of 
the modern concept of money. One of the greatest achievements 
of all time has been the discovery during the lifetime of our generation 
that monetary considerations need not block the productive activities 
of mankind. It is now all but universally recognized that the 
Governments are in a position to provide the money needed for the 
utilization of the productive resources of their countries, not only in 
time of war but also in time of peace. Until the publication of the 
Keynes’ Plan, however, this power of the Governments to create 
money, and thereby increase production and trade, appeared to have 
been necessarily confined to within the boundaries of their countries. 
Lord Keynes has now carried the scientific monetary evolution a 
step further, by extending its basic principles to the International 
sphere. The American Plan is in this respect less ambitious. The 
Stabilization Fund would not create any additional purchasing power. 
even though it would employ the additional purchasing power 
created by the participants in contributing three-quarters of their 
quotas in domestic currencies and bonds. Indeed, while under the 
British Plan the creation of an international currency forms the very 
essence of the Plan, it would be possible to drop the Unitas Scheme 
from the American Plan without thereby essentially weakening it. 
While under the Keynes’ Plan the International Institution would 
begin its activities penniless and would create immense wealth, all 
it would do under the American Plan would be to collect contri- 
butions and use the money thus collected to the best advantage. 

There is everything to be said in favour of the broader conception 
of the more imaginative Keynes’ Plan. On the other hand, it may 
well be asked whether the two should not be combined. While it 
would be a great step in the right direction if the proposed Inter- 
national Institution were in a position to create credit, as under the 
Keynes’ Plan, there could be no harm in obtaining some security 
by applying the provisions of the American Plan for contributions 
to the funds of the International Institution. In fact, there is one 
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weak spot in the Keynes Plan which must be faced. The value of 
Bancor balances will depend, in the absence of other security, ex- 
clusively on the willingness of all participants to accept Bancor 
balances in payment for their exports. The system would work 
flawlessly so long as all participants are willing to carry out their 
undertaking. What would happen, however, if a number of them 
representing between them a substantial total decided to leave the 
Clearing Union, or simply to default on their liabilities arising from 
their Bancor overdrafts? A corresponding amount of Bancor 
balances would thereby become simply unsecured. If the percentage 
of this amount to the total is considerable, it might lead to the 
breakdown of the whole scheme. To avoid this it might be advisable 
to follow the proposals of the American Plan and to collect the quotas 
of the participating countries, not for the purpose of using the funds 
thus received for the settlement of trade balances (this would be 
done with the aid of balances or credits in international currency, 
as under the Keynes’ Plan), but solely for the purpose of building up 
a powerful reserve to safeguard the scheme against the default by 
some of its participants. 

The British Plan, under which adverse trade balances are settled 
by means of drawing upon the Bancor facilities offered by the 
Clearing Union and transferring the Bancor to the credit of the 
account of the surplus country, is preferable to the American Plan 
from the point of view of both creditors and debtors. Under the 
American Plan, the creditor countries would be under obligation 
up to certain limits to buy from the Stabilization Fund the currencies 
of any member country, and in particular the currencies of countries 
in relation to which they have a favourable trade balance. As a 
result of the working of this scheme, creditor nations would be landed 
with large amounts of claims in weak currencies. They are not 
likely to be pleased with such a situation which entails risks. Should 
a number of participants default, it is preferable to be left with a 
Bancor balance—which could be spent in the remaining member 
countries—than with balances in the currencies of the defaulting 
countries, which would become frozen. The big creditor country may 
soon grow tired of accumulating weak currencies. From their point 
of view it is preferable to collect their claims in the form of Bancor 
balances. From the point of view of the debtor nations, too, it 
seems more favourable to accept any solution which suits the interests 
of the creditor countries, since it is only on such conditions that the 
satisfactory expansion of their facilities under the scheme can be 
hoped for. From a general point of view, the innovation offered 
by the British Plan, under which new special international credit is 
created, constitutes a very important step towards the establishment 
ofa truly scientific monetary system. 
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On the other hand, it is to be hoped that the British delegates 
will accept the American point of view regarding the conditions in 
which the value of the currencies of member countries should be 
determined. The difference between them is in any case largely one 
of emphasis. Under the British Plan, a currency is to be devalued 
if the debit balance of the country concerned is in excess of half of 
its quota, provided that devaluation is the suitable remedy. Under 
the American Plan, a basic disequilibrium is the condition of de- 
valuation. Obviously, there may be a hundred reasons other than 
a basic disequilibrium for the accumulation of a large debit balance. 
It is inconceivable that this was not realized by the author of the 
British Plan, but the way he put it conveys the impression that in 
his opinion devaluation should be the remedy for an adverse trade 
balance in the majority of instances. Clearly the American formula 
is more reassuring. 


There is sharp disagreement between the formula suggested in 
the British Plan and in the American Plan to determine the quota 
and voting power of each participating country. Both British and 
American Plans quite unashamedly claim the maximum power for 
their respective countries. Because the volume of British foreign 
trade was the largest, the British Plan claims that the quota should 
be based on the average of three pre-war years’ total of imports and 
exports. Because the American gold reserve is by far the largest, 
and so is the national income of the United States, the American 
Plan suggests that the quota should be determined according to the 
size of the gold reserve and of the national income. This piece of 
bare-faced bargaining is hardly dignified on the part of the world’s 
two leading Treasuries. Nor is it wise. Unless the Plan is con- 
ceived in a spirit of give and take, it is foredoomed to failure. 


To give the two Treasuries their due, they did qualify their bid 
for maximum participation to some extent. The American Plan 
agrees that no country should have a participation in excess of 
twenty-five per cent., even though at the same time it stipulates 
that most of the important decisions would have to be taken by a 
four-fifths majority, which would mean, of course, that the American 
member of the Board would be in a position to veto any decision. 
The British Plan is rather vague about the allocation of the seats on 
the Board, but it does stipulate that no country or group of countries 
should be in a position to secure absolute control. Both British 
and American Plans admit that the determination of the formula is 
a matter for discussion. This being so, it is a great pity that they 
did not discuss it adequately before communicating to the Allies 
their respective one-sided suggestion. Undoubtedly a false start 
has been made. But with a little goodwill it should not be unduly 
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difficult to arrive at a solution which takes into account the legitimate 
interests of both countries, and also of the other participants. 

If there is one point in respect of which the British point of view 
must in no circumstances give way to the American point of view, 
it is in respect of the attitude of the two Plans towards exchange 
restrictions. Under the British Plan, it would be purely optional 
for the participating countries to maintain or remove their exchange 
restrictions. Under the American Plan, too, it would, in theory, be 
left to the discretion of the participating Governments whether to 
maintain or remove restrictions on foreign exchange transactions 
connected with foreign trade. The Stabilization Fund would reserve 
however, the right to bring strong pressure to bear on the participat- 
ing Governments in favour of the removal of exchange restrictions. 
What is perhaps even more important, under the American Plan any 
country which maintains exchange restrictions would appear to be 
in an inferior position compared with the countries with a free foreign 
exchange market. The result would be that, in addition to pressure 
on the part of the Board of the Stabilization Fund, the Governments 
of countries with exchange restrictions would be under constant 
pressure on the part of a large section of public opinion, which would 
consider it a matter of prestige that exchange restrictions should be 
removed. In Great Britain in particular, pressure on the part of the 
City would become irresistible. The Government would be urged 
by bankers and merchants to remove exchange restrictions so that 
“the pound should look the dollar in the face.’”” This phrase may 
ring familiar to those who remember the monetary controversies that 
followed the last war, when for considerations of prestige the pound 
was restored to its pre-1g14 parity. The ruinous consequences of 
this policy of prestige are only too well known, and most people 
agree now that in possession of our superior knowledge based on 
experience we shall not commit the same mistakes after this war. 
On the other hand, many of those who are determined not to repeat 
the same mistake are fully prepared to commit another mistake just 
as grave as the return to the gold standard at pre-war parity was 
in 1925. The consequences of a premature removal of exchange 
restrictions would be in no way less disastrous than those of the 
deliberate over-valuation of the pound after the last war. 

Under the British Plan, the maintenance of exchange restrictions 
would be made to appear perfectly ‘‘ respectable ’’ and there would 
be less inducement for their premature removal or indeed for their 
removal at any time for considerations of prestige. Nor would the 
international institution make use of its immense power to persuade 
reluctant Governments to remove exchange restrictions against their 
better judgment. There can be no compromise on this point. The 
British Plan, by agreeing that participating Governments are at 
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liberty to restore a free foreign exchange market, should they wish 
to do so, has gone as far as it can reasonably be expected to go in 
this direction. If there could be no British-American agreement, 
and consequently no International Currency Plan, unless the 
American formula regarding exchange restrictions were accepted, 
then it would be infinitely preferable to abandon the idea altogether 
rather than to expose this country to the disastrous consequences 
that would inevitably follow a return to free foreign exchange 
dealings in the changed circumstances. Fortunately, there is no 
reason to suppose that the United States Treasury will be adamant 
on this point. There is a fair chance that if the American delegates 
realise that the British delegates are not prepared to accept their 
point of view on exchange restrictions, considerations of practical 
expediency will probably prevail over the dogmatism inspired by 
Mr. Cordell Hull. 

A major American objection to the British Plan is that under it 
all participants are in a position to exercise the purchasing power 
represented by their Bancor balances and overdraft facilities by 
increasing their imports from the United States. The result would 
be that the United States would be landed with a vast amount of 
Bancor balances in payment for her export surplus.* Under the 
American Plan, a limit is set to the extent to which the Stabilization 
Fund could call upon the United States to buy the currencies of the 
participating countries for the purpose of the settlement of the 
American export surplus in relation to them. It would be both un- 
justified and inexpedient on the part of the British delegates to insist 
on the British formula in its present form if it is found unacceptable 
by the American delegates. 

To safeguard the United States against an unduly heavy run on 
her resources by foreign countries, it might be necessary to agree to 
the principle that the export licencing system should be retained 
after the war. In any case, demand for both raw materials and 
manufactures will exceed supply to such an extent during the first 
few post-war years that a rationing of exports among the nations 
will become necessary. And at a later stage American producers 
and merchants will be in any case so keen on exporting that ee 
are likely to succeed in pressing their Government to take full 
advantage of the increased exporting possibilities under the currency 
plan. One of the fundamental characteristics of the American 
nation is an irresistible desire to sell and sell and sell. It is a dream 
of the American business man that every one of the four hundred 
million Chinese should own a Ford car and that all male inhabitants 
of the globe should shave with American-made electric razors. If 


* Though the attempt to fix equilibrium rates should be as likely, in principle, 
to over-value the dollar as to under value that currency. 
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under the British Plan this dream can be brought nearer to reality 
than under the American Plan, then American producers and business 
men will in the long run do their best to induce their Government 
to accept the British formula. They can safely be left to fight our 
battle and in the meantime the British delegates should not hesitate 
to accept any American proposals for the limitation of the use of the 
purchasing power represented by Bancor balances and overdraft 
facilities. 

3efore concluding, it is necessary to give a warning against the 
acceptance of the principle that the Board of the International 
Institution should have absolute power to order a sovereign state 
to change the value of its currency or to prohibit a sovereign state 
from changing the value of its currency. The result of the exercise 
of such authority by the International Institution would be that in 
the course of a few years a number of countries would break away 
from the scheme. The value of the national currency is of vital 
importance for each nation and the chances are that the majority 
of governments, rather than accept dictation by an International 
Financial Board, would forego the advantages of participation in the 
currency scheme. Any decision regarding the value of national 
currencies must be made with the consent of the Government con- 
cerned. The Board should be given power only to make represent- 
ations regarding the necessity of changing the value of the national 
currencies. If it is agreed that the participating Governments will 
refrain from devaluing their currencies without first submitting the 
matter to the Board, the result would constitute a very important 
step towards international monetary collaboration. While in many 
respects it is advisable to take risks by being over-ambitious, in this 
respect it would be a matter of elementary wisdom to be on the safe 
side. 

It is to be hoped that the discussions at the Washington monetary 
conference will be conducted in a truly conciliatory spirit. By 
meeting the American point of view to a large degree on two 
points of fundamental importance—assigning to gold an important 
role in the new scheme and accepting the possibility for countries 
with a free foreign exchange market to participate—the British 
Treasury has already shown much willingness to respect vital 
American interests and views strongly held by the United States 
Government. Will the United States Treasury be equally con- 
siderate towards vital British interests and views which are 
considered fundamental in London? Unless it is possible to come 
to an understanding that leaves no bitter feeling in either country, 
the attempt to solve the world’s post-war currency problem will do 
infinitely more harm than good. For, important as it is to work 
out a solution in advance, it is much more important to maintain 
Inter-Allied unity for the sake of achieving victory. 
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The National Finances 


The excise upon the materials and manufacture of home-made fermented and spirituous 
liquors ts accordingly, of all the different taxes upon expense, by far the most productive ; 
and this branch of the excise falls very much, perhaps principally, upon the expense 
of the common people. In the year which ended on the 5th of July, 1775, the gross 
produce of this branch of the excise amounted to £3,341,837 9s. 94— 

Adam Smith, The Wealth of Nations. 


I. More Regressive Taxation 


INCE the worst of all taxes is an unpopular tax, Sir Kingsley 
Wood’s latest Budget must be regarded as having some merits, 
for it has been almost universally well received. Once again, the 
principal change is a heavy dose of indirect taxation. On this 
occasion the higher duties are expected to bring in an additional 
£102,500,000, of which tobacco is to provide £57,000,000, and beer 
£28,500,000. The need for any additional taxation at all is not 
very conspicuous. Thanks to the Ministry of Food and the Board 
of Trade, the financial position is sound; and the buoyancy of 
revenue on the existing basis is expected to raise tax receipts to 
2,805 millions, or well over 50 per cent. of £5,156 millions, the 
year’s expenditure requiring domestic finance. The additional taxa- 
tion will raise that ratio to the somewhat ostentatious level of 
56 per cent. 

If it really is essential to save a marginal {2 millions a year on 
the post-war debt charge, the objection to the r.ethod chosen for 
raising the additional revenue is, of course, its regressive character. 
As compared with direct taxation, of course, the optional nature 
of the expenditure on which the new taxes fall will help to 
avert hardship in some cases; for example, where income has 
fallen. In general, however, it is evident that the option not 
to drink or smoke will be exercised almost exclusively by the 
very poor. It is not really to be believed that a great country cannot 
devise means of financing war without inflicting senseless hardships 
on old-age pensioners and the like. Special provision could be made 
quite simply by the issue, with pensions, of stamps to be encashed 
by the tobacconists and publicans. One wonders, incidentally, what 
Mr. Gladstone’s feelings might have been could he have foreseen 
that his authority vould be quoted for the novel principle that 
direct and indirect taxation should be raised pari passu by equal 
sums—a dictum that makes strange hearing after half a century 
of progress towards a more equitable tax system. 


However, there can be no disputing that the country as a whole 
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REVENUE AND EXPENDITURE. 
Year ending Ordinary Supply Ordinary Surplus (+) 
March Expenditure Services Revenue or Deficit (—) 
£m. £m. £m. £{m. 

1934 718.3 483.6 749.8 +31.5 
1935 733-1 498.7 742.9 + 9.8 
1936 774-5 537-7 778.9 + 4.4 
1937 830.1 594.9 823.3 — 6.8 
ani es 1* 669.9* 872.6 —25.5* 

93° 833.2t 605.0f + 39.4t 
—_ 1054.8* 823 .8* 927.3 —127.5* 

Wd 926.74 695.77 + 0O.6T 
sii 1809.7* ke 1049.2 —760.5* 

M4 1318 .of 1078 .3t —268 .8t 
1941 3867.2 3637.1 1408.9 —2458.3 
1942 4775-7 4501.6 2074.1 —2701.6 
1943 re ne 5623.2 5295.8 2819.9 --2803.3 
1944 (estimate) .. 5750.1 5364.1 2907.5 2848 .6 

* Allowing for loan expenditure. + Excluding loan expenditure. 
MAIN REVENUE ITEMS. 
(£ millions) Inland Revenue Motor 
-—— ———_—___A— ————-—, Vehicle 
Year ending Income Estate Duties 

March tax Surtax Duties Stamps N.D.C. E.P.T. Total 
1934 .. 228.6 52.4 85.3 22.6 — 391.5 30.7 
1935 .- 229.2 50.9 81.3 24.2 - 388.4 31.5 
1936 .. 237.4 51.2 88.0 25.8 - 404.6. 30.8 
1037 «. 257.0 53-4 87.9 29.0 — 429.0 32.7 
1938 .. 207.0 $7.3 89.2 24.2 1.4 — #A71.% 34:6 
1939 .. 335-9 62.5 77h 21.0 21.9 — 520.3 35.6 
1940 .. 390.1 69.8 fw 7.2 26.9 * 582.9 34.1 
1O4T ... 523-9 76.1 80.8 ¥3.9 @4.5 92.5% 9765.97 360 
1942 .. . 969.7 74.9 g0.9 E4.5 25.9 247.2: 3250.5 36.4 
1943 .. 1006.8 75.4 93-3 15-3 30.6 346.9 1569.3 28.5 
1944 (estimate) 1175.0 80.0 100.0 17.0 (— 500 —) 1873.0 25.0 
Customs and Excise t 
Year ending Petrol Sugar, Total 

March Tobacco Beer Spirits & Oil _ ete. Tea | Customs Excise 
1934 67.5 58.9 33-4 40:4 12.2 3-9 179.2 107.0 
1935 90.9 58.7 32.4 2:4 2£.6 3.9 185.1 104.6 
1936 75.0 60.8 34.9 45.1 11.6 4.1 196.6 106.7 
1937 7.3 62:7 30.2 47.3 12.2 7 251.3 109.5 
1938 82.8 65.7 35-8 50.2 11.9 i Ce 221.6 33.7 
1939 84.8 65.6 - 35.7 58.1 13.0 10.9 220.3 II4.2 
1940 F197 78.7 40.7 54.2 27.9 11.7 262.1 137.9 
IQ4I 172.5 139.1 45-5 47.0 31.5 13.4 304.9 224.1 
1942 221.1 164.6 46.8 54-4 31.3 12.9 378.4 325-7 
1943 + 330.7 @99:0 67.5 55-4 26.0 7.6 459-5 425.3 
1944 (est.) 383.0 251.5 72.4 60.0 28.0 10.0 525-3 450.2 


* {40,000 + Purchase tax : 


1940/41 £26.3m., 1941/42 {98.5m., 
1943/44 (est.) £90.0m. 


1942/43 {110.5m., 
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has accepted the Budget with the best possible grace. It is in- 
triguing to speculate how far this may be due to the persistence of 
the ideas, appropriate to an uncontrolled economy, still tenaciously 
held by, for example, the News Chronicle : ‘“‘ Most people realize by 
this time that the Chancellor’s first duty is not merely to ‘ raise 
money ’ but to ensure, by appropriate action in the field of taxation 
and elsewhere, that goods and services are not diverted from the 
war effort to the purposes of private consumption. . . Private persons 
have no business—obviously—to be competing against the war effort 
in order to provide themselves with luxuries. In the second place, 
superfluous purchasing power (created by full employment and high 
wages)must so far as possible be absorbed by additional taxation, or 
else coaxed into war savings, if it is not to cause inflation.” The 
Times faces the facts (that consumption can be controlled directly 
and indirect taxation is regressive), and then passes on: ‘‘Con- 
sumption of such things could no doubt be restrained by making less 
of them available. Some people, indeed, would have preferred to see 
the Government do this rather than make consumers pay for the 
privilege of consuming as much of them as before. So long, however, 
as extreme hardship on small or fixed incomes is avoided, there is 
much to be said for a policy of putting higher duties on articles or 
services that are retailed at more or less standard prices.’’ Only the 
Manchester Guardian and the linancial News felt moved to criticize 
the proposals at all seriously on the ground of equity. The Economast 
has no comment on the new taxation other than the contention 
that: ‘‘ This procedure is unexceptionable.” 

There is at any rate no doubt that the higher rate of duty will 
prove effective in producing additional revenue. Taking the country 
as a whole, too, the additional taxation will cause no unreasonable 
hardship. It will be paid out of a national income several hundred 
millions higher than in 1941. And the amount now spent on drink 
and tobacco is not altogether edifying. An interesting new table 
in the Budget White Paper shows that these items accounted for 

£162 millions of the additional £251 millions spent by the public 
inst year. Between 1938 and 1942 the collective drink and tobacco 
bill more than doubled—from £452 millions to {912 millions. The 
latter figure, moreover, is nearly double the amount absorbed by 
‘rent, rates and water charges,’”’ and is more than two-thirds of the 
country’s {1,320 millions expenditure on food (other than that of 
the armed forces). Of every pound spent by the public last year, 
in fact, 4s. 2d. went on drink and tobacco for roughly 6s. on food 
and less than half a crown on rent 
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THE NATIONAL FINANCES 99 
Il. The Sources of War Finance 


The salient feature of our war finance in 1940 and 1941, as shown 
by the first two editions of the Budget White Paper, was the com- 
paratively small rise in incomes associated with the rapid growth 
of government expenditure on the war effort. This year’s edition 
of the Budget White Paper, which has been still further improved 
and amplified, shows that this no longer held good during 1942. 
Comparing 1941 with 1938, an increase of £2,853 millions in govern- 
ment expenditure requiring domestic finance was accomplished 
with an increase of only £1,567 millions in personal incomes. In 
1942, by contrast, the further increase of £668 millions (or about 
11 per cent.) in personal incomes, to £6,896 millions, was actually 
somewhat larger than the expansion of £652 millions in expenditure 
requiring domestic finance. And the rise of £765 millions in the 
net national income as a whole compares with an increase of no more 
than £414 eae in public expenditure on goods and services. 

Those who look to the level of money incomes as a primitive 
measure of inflationary trends might find these movements somewhat 
disquieting. Even on a more sophisticated interpretation, indeed, 
they would be suggestive of inflationary tendencies if the more rapid 
expansion in incomes were due to a sharp fall in the marginal pro- 
pensity to save. It is satisfactory to note that this was not the 
case, as will be seen from the table below, relating the increase 
in expenditure to the change in incomes, consumption, savings and 
disinvestment. As between 1938 and 1941, it will be observed, 
drafts on capital at home and abroad provided as much as {1,229 
millions of the additional resources absorbed into the war effort. 
[In 1942, on the contrary, disinvestment was actually {192 millions 
less than in 1941. The whole of the expansion in the war effort, 
and more, had to be achieved by an increase in current output ; 
hence the relatively greater expansion in incomes. 

As in sition a. only a small sina of the additional 





GOVERNMENT EXPENDITURE RELATED TO INCOMES, 
CONSUMPTION, ETC. 


Increase in: Between following years : 
1935 1940 1935 1941 
and igg40 andig4rt andig41_ and 1942 

£m. fm. £m. fm. 

ixpenditure requiring domestic 
finance } a i 1,617 1,236 2,853 652 
Personal incomes a g65 602 1,507 605 
Consumption at fac tor cost ie 155 107 262 138 
Personal Savings - _ 494 70 570 187 


Disinvestment at home and 
abroad .. se a “ 1,010 219 1,229 - 192 
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money income found its way to the consumption goods market. In 
view of the elaborate network of restraints on spending in the form 
of rationing and price controls, it would, indeed, be impossible for 
anything else to be the case. For the most part, additional spending 
can now take the form only of bidding up the prices of the few un- 
controlled goods on the luxury fringe. At market prices, con- 
sumption expenditure in 1941 was I1 per cent., and last year 19 per 
cent., above the 1938 level. At factor cost, however, the increase 
on 1938 was only 7 per cent. in 1941 and 11 per cent. last year. It 
is estimated that retail prices in 1941 were 30 per cent. higher than 
in 1938 and last year rose a further 6 points, with the result that 
real consumption was unchanged last year at 82 per cent. of 1938. 
How much importance should be attached to a general index of 
prices in present conditions, with price rises confined to inessentials, 
is a matter for argument. 

Expenditure on consumption, then, absorbed £138 millions of 
the £668 millions of additional pers sonal income created in 1942. 
This proportion of 20.7 per cent. is slightly higher than in previous 
years. between 1938 and Ig4I, consumption expenditure rose 
only by {£262 millions, equivalent to 16.7 per cent. of the {1,567 
millions increase in income. In 1942, on the other hand, taxes and 
provision for tax accruals absorbed 51.3 per cent. of the additional 
income, compared with 46.9 per cent. over the earlier period. It 
follows, however, that the expansion in saving was equivalent to no 
more than 28.0 per cent. of the increase in income, compared with 
36.4 per cent. To those who judge the trend of saving as a whole 
by the weekly figures issued by the savings movement, the increase 








COMPO SIT {ON OF PERSON AL EXPENDI TURE ‘ON CONSUMPTION. 


1938 1940 1941 1942 
(£ million) 


Food ie - da 66 os 1,198 1,235 1,260 I ,320 
Drink and tobacco ne , és - 452 617 750 gi2 
Rent, rates and water charges “4 - 500 524 521 520 
Fuel and light .. - és 53 ‘3 194 210 233 242 
Other household goods ss ‘a si 261 251 241 241 
Clothing .. : 441 496 450 462 
Travel, including priv ate ly- owned vehicles and 

their running expenses y i si 296 185 202 215 
Other services .. a - ws 468 461 469 465 
Other goods, including the income issued in 

kind to H.M. Forces and Auxiliary Services 225 303 383 423 


Personal expenditure on ee at 
market prices ‘a 4,035 4,282 4,509 4,800 
These figures re late | to expe nditure on consumption met out of personal income 
and exclude, as far as possible, money spent on consumers’ goods and services 
by businesses and public authorities. More comprehensive enquiry has brought 
about a small reduction in the aggregate figures. 
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of £187 millions in personal saving, to {891 millions, may seem 
surprisingly big. Nevertheless, the volume of saving is obviously 
unsatisfactory, in the sense that it would be better for income to 
return to the Exchequer in the form of saving rather than through 
the payment of indirect taxation, with the heavy cost in real re- 
sources which is involved in the provision and distribution of very 
dubiously “‘ essential ’’ articles of consumption, such as beer and 
tobacco. 

Nor is there any great cause for satisfaction over the form in 
which savings are being held. Despite the rise in incomes, sub- 
scriptions to “small” savings (Certificates, Defence Bonds and 
Savings Accounts) actually declined by £2 millions to £599 millions, 
the other items failing to offset entirely a drop of £40 millions in 
purchases of Defence Bonds. There is still no sign that the new 
series of Savings Certificates, designed for those holding their full 
quota of the original series, has given any noticeable fillip to saving 
through these channels. Contrary to the general impression, the 
public has not been saving on a large scale in the form of bank 
deposits. As will be seen from the table below, personal deposits 
accounted for only {203 millions (or about 15 per cent.) of the 
{1,349 millions of additional bank credit created in the two and 
a half years to December, 1942. Over the same period, business 
deposits rose from {890 millions to £2,036 millions, an increase of 
129 per cent. Nevertheless, the proportion of deposits belonging to 
individuals seems to be increasing rapidly. Thus, in the second 
half of 1942, personal deposits accounted for £116 millions out of an 
increase in deposits of £393 millions, whereas in the corresponding 





DISTRIBUTION OF BANK DEPOSITS. 
June 30, June 30, Dec. 31, June 30, Dec. 31, 
1940 1941 1941 1942 1942 
(£ million) 
Total deposits held by Clearing 


Banks .. 2,469 2,946 3,329 3,263 3,629 

Less 
Advances to customers and 

other accounts a .. — 962 — 859 — 807 — 800 — 773 
Total deposits (net) .. es 1,507 2,087 2,522 2,463 2,856 
Personal deposits (net) “a 617 661 692 704 820 
Other deposits (net) .. os 890 1,426 1,830 1,759 2,036 


Net personal deposits exclude the accounts of businesses, financial institutions, 
public authorities, and also, for example, those of individual traders, shopkeepers, 
farmers and professional men where the accounts are known to be used for the 
purpose of business. Non-resident deposits and sundry accounts are also excluded. 
No attempt has been made to adjust for the amount of bank accommodation, 
obtained by the discounting of bills. ‘‘ Other deposits ’’ include non-resident 
— and sundry accounts as well as the business deposits of which it is mainly 
made up. 
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period of 1941 personal deposits rose only by £31 millions although 
the expansion in bank credit as a whole was somewhat greater. For 
1942, as a whole, personal saving in the form of bank deposits 
amounted to {128 millions. 


Once again, increased holdings of notes must account for a large 
proportion of the balance—it will be seen that the fiduciary issue 
rose by {170 millions, against {150 millions in 1941. No doubt 
there was a slightly larger amount of saving through institutional 
channels, such as the insurance offices and building societies. One 
of the surprising features of the figures is that individuals had to 
provide in 1942 for an increase of as much as £280 millions in their 
tax liabilities (against £206 millions in 1941), whereas the tax accruals 
of companies declined from {£233 millions to £148 millions. 


It therefore seems probable that individuals hold a distinctly 
larger proportion of the outstanding tax certificates than is commonly 
—e. Thus it will be seen from the table showi ing the distribu- 





NET NATIONAL INCOME AND EXPENDITURE. 
({ million) 


1938 1940 1941 1942 
Rent of land and buildings .. os 381 389 385 384 
Profits and interest aN oy es 1,241 1,624 1,926 2,183 
Salaries(*) <a ww es rr 1,081 1,288 1,338 1,408 
Wages(?) es ofa = oe 1,787 2,425 2 970 3,409 
Net National Income .. od a 4,490 5,726 6 619 7,384 

1938 1940 1941 1942 
Consumption() .. - x = 4,035 4,282 4,509 4,800 
Public expenditure(*) .. te oe 845 3,059 4,194 4,608 
Home investment(5) .. Bs ’ 287 (— 22) (— 200) (-— 173) 
Overseas investment (°) e 2 - 55 756 -— 797 - 632 
Subsidies. . i is a ws 15 70 142 150 

L ess 

Indirect taxes(*) , a ; 431 578 —77O — Q3I 
Other indirect taxes, ete. is ; — 206 205 220 — 239 
War risks premiums... - ‘om - 124 - 239 — 199 
Net National expenditure is 4,490 5.726 6 619 7,394 


(4) Including the pay and allowances (in cash and kind) of officers in H.M. Forces and Auxiliary 
Services. (?) Including the pay and allowances (in cash and kind) of other ranks in H.M. Forces 
and Auxiliary Services. (') Personal expenditure on consumption at market prices. (‘) Ex- 
penditure at home and abroad by public authorities, on goods and services, at market prices 
(°) Private net investment at home and war losses made good. (*) Private and Government net 
investment abroad. (7) And rates specifically on consumption 
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PERSONAL INCOME 


({ million) 


1938 
Rent, profits and interest(*) 1,515 
Salaries(?) 1,081 
Wage: s(*) 1,787 
Pension payments a 131 
Unemployment payments, etc. () aa 112 
Health payments 35 
Other transfers — 
Personal income(®) 4,661 

1938 
Consumption at factor cost(°®) 3,619 
Indirect taxes, net (7) 416 
Direct taxes(®) 385 
Death duties(*) go 
Direct tax accounts(?%) 17 
Net personal savings(!) (134) 
Personal outlay 4,061 


Impersonal income(°) 


N.D.C. and E.P.T. 


Other direct taxes(!*) 


Tax accrued(!*) 


Net impersonal sav ings(#4) 


Impersonal outlay 


IMPERSONAL INCOME 


259 


15 
62 
12 
170 


259 


PRIVATE INCOME AND OUTLAY. 


1940 
1,648 
1,288 
2,425 

I5I 
64 
35 
13 


5» 6: 26 


Ig40 
508 
537 

85 
94 


(628) 


5,026 


530 


68 


104 
183 


175 


wi 
a 








1941 
1,650 
1,338 
970 
178 
30 
33 

29 


6, ant 


1941 
3,881 
628 
715 
94 
206 

(704) 


6,228 


835 


231 
19I 


233 
180 


835 


103 


1942 
1,811 
1,408 
3,409 

200 
18 

39 

II 
6,896 


1942 
4,019 
781 
825 
100 
280 
(891) 


6,896 


(‘) (Including National Debt interest and interest accrued on National Savings Certificates) 


received by persons. 


and Auxiliary Services. 
H.M. Forces and Auxiliary 
Personal expen 


) Before tax. (8) i. 


indirect taxes, rates, etc. 
ver subsidies. (*) i.e 


(®) And the pay and 


Service (‘) including payments 
diture on consumption adjusted for subsidies and specific 
Excess of indirect taxes and rates specifically on consumption 
War Damage Act 
(*) And stamps on the transfer o! 


mtributions and premiums met out of personal income. 


property (?®) i.e. Excess of direct tax habilities on personal income over payments. 

tax liabilities over payments. 
met out of impersonal income. 

over payments 


etting aside the exces 
Act contributions and 
liabilities on impersonal income 
tax liabilities over payments. 


4) After 


Direct tax payments other than death duties, 


setting asi 


for 


and 


allowances (in cash and kind) of officers in H.M. Forces 
) And the pay and allowances (in cash and kind) of other ranks in 


relief of poverty. 


(1) After 


(14) Including War Damage 
(#9) Excess of direct tax 
> the excess of direct 
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tion of incomes by groups that private incomes of £10,000 and over 
totalled {170 millions in 1941/42, of which £135 millions was taken 
away in taxation. Hence the potential holding of tax certificates 
by this group alone, on an interest-bearing basis, would be £270 
millions. The tax-free interest of £2,700,000 on such a holding 
would represent a bonus in net income of nearly 8 per cent., less, 
of course, the veé interest on any alternative investment. And the 
tax-free rate of 1 per cent. would be equivalent, on the average for 
the group as a whole, to a gross rate of just on 5 per cent.—which 
hardly looks like cheap moncy on loans for a maximum of two years. 

Profit and interest earnings, as shown in Table I, registered an 
increase of {257 millions between 1941 and 1942, but £48 millions 





DISTRIBUTION OF INCOMES. 
FINANCIAL YEAR 1941-42. 
Aggregate net 





income with Proportion of 
income tax gross income 
Aggregate and surtax retained with 
Range of gross Number _ gross at taxes at 
income of income ———~* LS ——_—"——_ 
incomes 1941-42 1938-39 1941-42 1938-39 1941-42 
rates rates rates rates 
Private income f : 000's £m. £m. £m. % % 
£ 
Under 250 vs - 3,398 3,392 3,307 99.8 97-3 
250-500 .. .» 4,450 1,490 1,445 1,276 97.0 85.6 
500-1,000 —- 5,050 685 613 495 89.5 72.3 
I,000—2,000 an 285 400 328 245 82.0 61.3 
2,000-10,000 ‘a 97 360 256 170 71.1 47.2 
10,000 and over 8 170 84 35 49.4 20.6 
Other private income — 761* sie 200 in 26.3 
Total private income — 7,264 ais 5,728 one 78.9 


* Including all liabilities for National Defence Contribution and Excess Profits Tax which 
are deducted together with Income Tax in arriving at net income. { At the disposal of 
individuals. : 

The table, which relates to income received in 1940-41 and 1941-42, shows the 
amount of private income at the disposal of individuals in different ranges of gross 
income. As in the case of income tax assessment, the incomes of a husband 
and wife are reckoned as one income. Further, in the table relating to 1940-41, 
for example, the aggregate net income at 1940-41 rates is the amount which would 
have resulted if all taxpayers had during that year paid the full tax liability at 
1940-41 rates on the income actually received by them in that year. The figures 
in the corresponding column headed 1938-39 do not relate to the income of that 
year, but to the income that would have remained after tax in 1940-41, if the 
taxation of 1938-39 had been in force in that year. The whole of transfer pay- 
ments other than National Debt interest has been included in the incomes below 
£250. 
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SOURCES FROM WHICH DEFICIT WAS FINANCED. 


(£ million) 














1938 1940 1941 1942 
Net personal savings(*) - a I5I 722 gIo E39" 
Undistributed profits(®) aa 182 358 413 338 
Surplus on extra-budgetary funds... 22 148 154 151 
Local Authority surplus & oe 7 38 66 80 
War damage compensation(*) - a 36 248 215 
Less— 
Investment (or plus disinvestment) at 
home(*) ba ~ uy .. — 287 22 200 173 
Investment (cr plus disinvestment) 
abroad(§) es er oe ea 55 756 797 632 
Central Government deficit .. id 130 2,080 2,788 2,760 
1938 1940 1941 1942 
Unemployment Fund .. + a —I 2 64 74 
National Health Funds re ‘a = 9 8 12 
Local Loans Fund re - —2 5 9 10 
Other extra-budgetary rece ipts (e Mad 258 515 93 — 47 
RPC. Lean .. - ns — — 87 4 
Canadian Govt. interest-free loan. — —— — 157 
Miscellaneous(’) es - =F 5 10 10 10 
Less— 
Sinking funds .. ue ice a — II — 12 — 17 — 13 
Other expenditure (net) ne re 4 — 8 13 — I 
Finance through Government agencies 253 543 247 206 
Post Office and Trustee Savings Banks I 11g 214 234 
National Savings Certificates, including 
increase in accrued interest ea 3 168 213 231 
Defence Bonds 3 or - — 180 174 134 
Other public issues (net) - on 62 552 1,021 1,026 
Increase infiduciary issue - on 10 50 150 170 
freasury Bills, etc. wa e 4 — 199 130 279 I5I 
Treasury deposit receipts sg - _— 338 473 155 
lax reserve certificates ra ie - —- 17 453 
Public borrowing at home _.... .. — 123 1,537 2,541 2,554 


') Including allowance for accrued taxes. (*) After payment of taxes and War Damage Act 
contributions and premiums but including allowance for accrued taxes. (°) i.e., Compensation 
received in respect of claims under the marine and commodities war risks insurance schemes 
and the War Damage Act. (*) i.e., Private net investment at home and war losses made good. 
(*)ie., Private and Government investment abroad. (*) Including war risks insurance and 
certain War Damage Act receipts, Exchange Equalization Account and reduction in Exchequer 
balance. (7) i.e., Receipts from capital transactions included in miscellaneous revenue, and 
appropriations in aid arising from capital transactions. (§) i.e., Increase in Treasury bills held 
outside Government Departments and Bank Ways and Means. 
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of this reflects an increase in the Government’s “ miscellaneous 
income from public property, trading, etc.” The retained receipts 
of business rose from {835 inillions to £940 millions. In surprising 
contrast with the position of individuals, only £148 millions was 
required as provision for additional tax liabilities, compared with 
£233 millions in 1941. Actual payments of tax, however, absorbed 
{602 millions, against £422 millions, so that undistributed profits 
in the true sense were no more than {10 millions higher at {190 
millions. This, incidentally, is only {20 millions above the 1938 
level, notwithstanding the intervening increase of £681 millions in 
‘““ impersonal income.’ 

These figures would seem to go very far towards justifying the 
persistent complaints of business men that E.P.T. is leaving industry 
without adequate liquid resources for the finance of post-war re- 
construction. The position is aggravated by the fact that, in striking 
profits for tax purposes, both working capital and fixed capital tends 
to be valued on a cost basis, without sufficient allowance for the 
increase in replacement costs due to the rising trend of prices in 
general. The effect of this is that industry is required to pay so- 
called income taxes on receipts which should not, strictly speaking 
be considered as earnings at all, but should be earmarked for the 
replacement of physical capital. Part of the dividends currently 
paid out, in other words, are in the economic sense paid out of 
capital and not income, and undistributed profit might well be a 
negative figure if it were sought to maintain real capital intact. 

The running down of real capital, in this sense, should not be 
confused with disinvestment. When capital is valued at less than 
replacement cost, receipts which should be earmarked for capital 
account are partly taxed away and tend to be paid out as income to 
shareholders. Disinvestment, on the other hand, merely represents 
a conversion of physical capital into money capital which remains 
in the business and is correctly accounted as capital, as in the case 
of unexpended depreciation allowances. Here, again, however, 
when prices are rising, the effect is that companies are allowed only 
to maintain their money capital. If industry were to be in a position 
after the war to restore its physic al capital to the pre-war level, it 
would be necessary for some further provision to be made out of 
profits each year to bridge the gap between current replaceme nt 
costs and the proceeds of disinvestment which took place in earlier 
periods when prices were lower. 

Hence it is in one way fortunate that home disinvestment seems to 
have been on a distinctly smaller scale than was estimated in previous 
editions of the White Paper. In this year’s figures, net investment 
for 1938 appears as £287 millions, instead of £406 millions ;  dis- 
investment in 1940 (allowing for the making good of war losses) 
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appears at only £22 millions, instead of £286 millions; while the 
1941 figure is rev ‘ised downwards from £493 to £200 millions. It 
should be noted at once that the reduction in the 1938 figure of net 
investment is not a revision of the previous estimate, but is due 
almost entirely to a change in definition. It will be recalled that 
in the first White Paper issued two years ago a deduction was made 
from business earnings for the writing down of stocks. Last year, 
this procedure was reversed, and the 1938 figures of investment and 
undistributed profits were increased by a sum of £135 millions, 
which, in fact, was applied by industry to the writing down of stocks 
for the 1938 fall in prices. To this method, however, there is the 
objection that no corresponding adjustment would be required in 
times of rising prices, since stocks are valued at market price or cost, 
whichever is the lower. And this lack of symmetry, as the current 
White Paper frankly states, “has been the subject of legitimate 
criticism. It is right either to keep the statistics entirely in money 
terms without adjustment for price changes, or to adjust for falling 
and for rising prices alike. Since no uniform practice is adopted in 
bringing the effects of the rising prices of stocks into profits, and 
since no ade oe statistics are available of the amounts so brought 





PRINCIPAL CHANGES IN NATIONAL DEBT. 


MARCH, 1939, TO MARCH, 1942 


Increases fm. | Decreases £m. 
3% Funding, 1950/69 yj. j .. 230.2 | 4% Funding, 1960/90 .. E96 
3 /o Nat. Def. Loan, 1954/58 .. 240.0 | 44% Conversion, 1940/44 .. 352.8 
3% War Loan, 1955/59 .. «« 302-5 4% Victory Bonds a 10.0f 
24% Nat. War Bonds, 1945/7 .. 444.4 | 1% Treasury Bonds, 1939/41 100.0 
” vs 1946/8 .. 493.3 

. 1949/51 .. 714.2 
”» 1951/53 -. 199.3 
3% Savings B onds, 1955/65 ue 2g 
; oe 1960/70 .. 409.9 
Nat. Savings Certificates. . .« O82.2 
3%, Defence Bonds vr -» 544.8 | 
Tax Reserve Certificates. . ++ 443-1 | 
“ Other debt ’’* .. - os 509.9 | 
Treasury deposits by Banks .. 969.0 | 
Treasury bills ~ .. 1,046.5 
Ways and Means advances <« @OE.2 


External debt created under the 
National Loans Act, 1939/42 .. 262.4 | 


Net rise in net total debt .. £8,697.3 millions. 


Under the War Loans Act, 1914-19, and National Loans Act, 1939-42. 
| Outstanding issue of Victory Bonds reduced from £309.8 millions to {293.7 millions, but 


only £110.5 millions purchased and not yet cancelled, against {116.6 millions. 
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to account, it has seemed better to revert to the procedure of 
Cmd. 6261 and make no adjustment for either contingency. It 
follows that the resulting figure for disinvestment relates to the 
money value of stocks as reckoned in the calculation of profits. 








THE SOURCES OF WAR FINANCE. 











1940 1941 1942 1943 
(est.)t 
(£ million) 
Central Government Expenditure 3,339 4,616 5,103(*) 5,756 
Overseas Disinvestment .. .. — 756 — 797 — 632 — 600 
Expenditure requiring Domestic 
Finance .. aa ar a 2,583 3,819 4,471 5,156 
Central Government Revenue .. —1,259 —1,828 2,343 — 2,900 
1,324 1,991 2,128 2,256 
Extra-budgetary Funds and Local 
Authority Surpluses(*) . . .. — 186 - 220 — 23% ) 
‘ — | 
1138 1771 1897 _— 
Compensation received in respect 425 
of War Risks and War Damage | 
Claims - me .. — 36 — 248 — 215 J 
II02 1523 1682 1831 
Savings and Undistributed Profits, 
including Reserves against Tax- 
ation Ke a va .. —1,080 —1,323 —I,509 — 1650 
Residue... ‘i ea - 22 200 173 181 


(‘) Excluding expenditure equivalent to the Canadian contribution of £225,000,000, This 
sum is also excluded from overseas disinvestment and revenue. (*) Excluding the Exchange 
Equalization Account, changes in which are already included in overseas disinvestment. 

t In Budget speech. 

The residue has been provided from the following sources: (a) Sales to public 
authorities of fixed capital assets (such as sites, buildings and stocks of goods) 
previously owned privately; (6) sinking funds and depreciation funds of firms 
and institutions ; (c) depletion of stocks and working capital (apart from sales 
under (a) above and temporary investment under (d) below) carried by private 
finance, measured by the reduction in their value as reckoned in the calculation 
of profits ; less (d) new investment financed out of privately-owned funds, including 
investment of a temporary nature due to the financing, out of private funds, 
of work in respect of Government contracts ultimately recoverable from the 
Exchequer; (e) replacements and renewals charged on depreciation funds ; 
({) replacement of war losses actually carried out (including new ships in private 
ownership and stocks of commodities lost and replaced within the year). 

Attention is drawn to the statement under (c) above that the net change in 
stocks and working capital is measured by the change in their value as reckoned 
in the calculation of profits. While the practice in this respect is not uniform, 
the measure given here will approximate more closely to the change in the value 
of stocks than to the value of the quantitative change. In other words, the 
calculation of profits takes account of changes in the value rather than in the 
quantity of stocks. 
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Thus, in so far as rising prices offset, in terms of value, a decline in 
quantity, there is no apparent disinvestment in terms of money, in 
spite of the real disinvestment which has occurred.”’ 

The sweeping reduction in the figures of disinvestment for 1940 
and 1941, on the other hand, is the direct result of changes in the 
estimates of other items. It is now known that profits and salaries 
were previously underestimated, with the result that the estimate of 
national income in 1941, for example, has been revised upwards by 
{281 millions. More reliable estimates of personal expenditure on 
consumption, on the other hand, indicate that this item was slightly 
over-estimated last year. Since further information on overseas dis- 
investment leaves the figures substantially unchanged, the effect 
of the increase in income and fall in consumption is to cause a drastic 
reduction in the residual item of disinvestment at home. To obtain 
a figure of home disinvestment by direct estimation has not as yet 
been possible, but some people may wonder how it is that figures 
for the same item so strikingly different as £286 millions and {22 
millions should appear equally reasonable. The White Paper itself 
explains that: “ The previous estimate of the residual figures was 
partly justified by reference to the large amount of the accumulating 
sinking funds, etc., against depreciation, which represented a net 
reduction in the national wealth in so far as they could not be em- 
ployed currently. The new figures do not necessarily disturb the 
conclusion that disinvestment of this kind was taking place. It 
would now appear, however, that, in using this factor to explain the 
residual figure previously published, not enough allowance was made 
for various expenditures incurred for war purposes, partly for build- 
ing, partly for the working capital of government contractors, which 
is carried temporarily by private business finance and therefore 
reckons, under the definition, as positive private home investment, 
and offsets the depreciation which is not currently made good. There 
is evidence of an increase in the value of stocks and work in progress 
carried under private finance.’ How difficult it is, in the absence 
of direct data, to gauge the net result of these diverse factors, will 
be apparent when it is reflected that Government expenditure on 
goods and services is now running at a rate of over £300 millions a 
month. In spite of the very generous system of progress payments, 
there is necessarily some interval in which stocks and work in progress 
have to be carried on private finance. And if the lag in payments 
to contractors should increase or diminish by no more than a fort- 
night, the effect would be to increase or reduce such investment by 
no less than {150 millions. In the circumstances, clearly, one should 
not be unduly critical of the changes in the figures, but rather be 
thankful for the pioneering work which is building up for the country 
an invaluable instrument of trade cycle control, and for the in- 
tellectual integrity of those who are carrying out this work. 
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On Foreigners Taking Advantage 


(An Aspect of International Trade) 
By G. L. Schwartz 


OR the past few years the bulk of the nation has been de ‘lightedly 
or indignantly retailing accounts of the failure of the War 
Office to take ‘advantage of the particular qualities which men 

and women called up for service possess in abundance. These stories 
are vastly exaggerate d, but the point is the universal agreement 
that there is something besotted in assigning a skilled linguist to 
the cookhouse, or a born pilot to foot-slogging. How the renderers 
of a service came to acquire particular skill in that line is usually 
a matter of indifference to a buyer, who takes advantage of what 
is going. Have I acquired my economic wisdom through free 
scholarships ? What do you care? Does the strip-tease artiste 
keep in shape by strenuous exercise and rigid dieting ? What do 
you—I beg your pardon—what does the other fellow care? Was 
the comedian born with that funny face or does he contort it at 
great strain? The ——— are only concerned with the result 
and not the process. Suppose the West End theatres complained 
that in the competition for the patronage of visitors the Tower of 
London had an unfair advantage because of its antiquity and 
historical associations, what a derisive guffaw would greet such a 
lament. 

Now, this commonsense parochial behaviour of taking advantage 
of the qualities which the other person or region has in relative 
abundance is immediately transformed into the higher lunacy when 
it comes to dealings with people in other countries. It is held 
axiomated that the foreigner only succeeds in selling things to us 
by taking unfair advantage of conditions peculiar to himself. The 
volume of imports is a measure of this sinister exploitation of our 
good nature or stupidity. In 1937 the United Kingdom was milked 
to the tune of {1,000 millions by this process. For even our kith 
and kin in the Empire exploit us in this way. Canadian farmers take 
unfair advantage of their cheap, t.e. abundant, land to sell wheat 
here. That wheat has actually been denounced by British agri- 
culturists as the product of “ sweated” land.* The Japanese are 
prime villains at taking advantage of their cheap, 2.e. abundant, 
labour to sell abroad products incorporating that labour. The Danes 


* From 1932 onwards the British Government deliberately intervened in the 
money and capital markets in order to keep interest rates artificially low. Here 
was an opportunity for a waggish Asiatic country to put on a tariff against the 
products of “sweated ”’ capital. 


is 


—_—_ wv es oe OES OMe 





ON FOREIGNERS TAKING. ADVANTAGE ii 11 











took unfair advantage of their relatively abundant skill in dairy- 
farming organization to dump butter and bacon here. The practice 
extended even beyond the visible trade. The Swiss took unfair 
advantage of their abundant mountains cheaply endowed with 
snow to lure unsophisticated foreigners to the Alpine winter sports. 
International trade appears to revolve around this form of chicanery. 

Now, what a profound and lamentable asininity lies in this line 
of argument! It is even extended to weather conditions. Foreigners 
take undue advantage of their abundant sunshine or rainfall to 
produce and sell comestibles dependent on those factors. So help me 
Heaven, the Horticultural Duties Act of 1931 was based on the 
principle that foreigners took unfair advantage of their nearer 
proximity to the Equator to market produce here before the home 
product was out of the ground. One blushes for the land of Adam 
Smith and the other great classical economists. For suppose the 
argument is applied against us, as it undoubtedly is by the corre- 
sponding numbskulls in other countries. Great Britain takes unfair 
advantage of her abundant and comparatively easily-worked coal- 
fields to dump coal on the unfortunate countries who either have 
no coal or have to delve three times as deeply for it. The foolish 
people of the nineteenth century used to boast that the dz amp climate 
of Lancashire made that region peculiarly favourable for cotton 
spinning. The rest of the world now realizes that Great Britain 
deliberately exploited that abundant moistness to build up a great 
cotton export trade, and Canada as a iu guoqgue tor the reference to 
sweated land talks of the sweated goods of Lancashire. As for the 
Scots, with their innate and acquired skill in engineering, they have 
become a pest wherever machinery is installed. 

What is the truth of all this? Of course, it is that the buyer 
takes advantage of the particular facilities which any country has 
for production. A foreigner with a pound to spend asks what he can 
get for his money here. Like most people, we tend to flatter our- 
selves for the qualities we don’t possess, and we attempt to persuade 
him that we can shake him some good omelettes for the money. 
[f he samples one, he either changes his — into francs or tries 
something else. From our easily and skilfully worked coalfields 
he can get a ton of coal at the pithead for his pound, and he takes 
good care only to employ us in the lines in which our relatively 
abundant qualitie s or endowments come into play. The American 
soldiers now in this country have observed that we can swiftly 
and almost automatically make a good cup of tea. They have also 
observed that with considerable greater efiort, with fearsome evolu- 
tions and obvious mental strain, we produce a concoction which the 
law permits to be vended as coffee. The American soldiers here are 
rapidly becoming tea-drinkers outside their own canteens. 
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It is this rationality of the buyer in taking advantage of the 
more and not the less abundant facilities possessed by his fellows 
that has immensely increased the welfare of mankind. Instead of 
encouraging people to delve for coal in poor seams at enormous 
depths in inaccessible places, the buyer looks around for the people 
and the places favourably endowed for this activity. Instead of 

calling in the piano-tuner to mend the cistern, he summons the 
skilled plumber. The result is a great economy in human effort, 
the pre-requisite to an improvement in the standard of living. 
How I wish at this moment that I could take advantage of the 
abundant sunshine of California to consume some of that sunshine 
incorporated into a tin of pineapple! How I wish I could take 
advantage of the wide open, 7.e. abundant, pampas, translated into 
the form of wide open steak! How I wish I could swallow some of 
the abundant qualities of the Cote d’Or concentrated into a bottle 
of Burgundy! And yet, as I long for these advantages for myself, 
my compatriots, and mankind in general, I am assured by the 
London Chamber of Commerce that the logical outcome of the 
process would be the reduction of the whole world-to the rice standard. 
If we Westerners take advantage (Anglic¢, if we let Asiatics take 
unfair advantage) of the abundant labour in the East by buying 
products in which a relatively large amount of labour is embodied 
in proportion to the other factors, we shall all come down to the 
coolie level. Here is a brilliant argument for Anglo-American trade 
co-operation after the war. For the New York Chamber of Commerce 
will point out that the American worker is on the chicken standard, 
whereas the English worker is on the fish-and-chip standard. 
Freedom of trade between the two countries would inevitably degrade 
the American worker to the fish-and-chip level. A fortiori, the 
extension of the Atlantic Charter to Italy would reduce both English- 
speaking peoples to the macaroni standard. At a time when the 
butchers’ shops are plastered with the notice, ‘Sorry. No offal,” 
the London Chamber of Commerce comes out with this substitute.* 

In accordance with the London Chamber of Commerce form of 
economic ratiocination the remedy is to stop the buyer taking 
advantage in the way described here, and the way to do this is to 
eliminate the advantage. The neat scientific method of doing this 
is to put on a tariff or restriction equivalent to the advantage. 
The U.S.A. Tariff Act of 1922 actually embodied the principle that 
tariffs should equalize costs of production between the U.S.A. and 


* Interestingly enough, I have been for some years examiner in elementary 
economics to the Education Department of the London Chamber of Commerce. 
I am happy to say that up to now no examinee has ever sunk to this level o! 
imbecility. I can assure the parent body that any student professing this sort 
of rubbish would be failed outright. 
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competing countries. The general application of this principle 
would effectively kill all international trade. Thus is a great nation 
made to behave like the village that voted the earth was flat. The 
Swiss run winter sports on snow provided gratuitously by Nature. 
Skiing facilities can be and have been provided in London on artificial 
snow manufactured and laid out at considerable cost. Calculate 
the monetary value of the unfa*r advantage enjoyed by the Swiss 
and clap on an equivalent exit visa charge. Equilibrium and equity 
are achieved when no one leaves London to patronize the Swiss 
Alps. The sunshine of Jamaica ripens bananas in a way that entails 
lavish expenditure on fuel in the hothouses of Kew Gardens. Calculate 
the difference in cost and you have the appropriate tariff for keeping 
the Empire apart. 

Is the post-war world going to subscribe to this lunacy ?. Note 
that the individual citizen is prepared and anxious to take advantage 
in the sensible manner already emphasized. Tariffs and quotas are 
put on to prevent him doing so. If it were not for the incurable 
proclivity of the individual to take advantage of the superior qualities 
of producers wherever they reside, there would be no need for these 
restrictions on trading. But as collectivities, and under the lead 
of ignorant statesmen or the pressure of sectional interests, we 
indulge in this form of economic masochism. In 1932, when Great 
Britain succumbed to the protectionist dementia, Mr. Chamberlain 
defiantly announced that even if the rest of the world adopted free 
trade this country never could or would return to it. What a pigeon 
for the confidence tricksters of Munich! Whatever trade emerges, 
a reason is found for denouncing it as the product of unfair 
advantages. At the present moment Anglo-American relations are 
disturbed by vociferous laments over here that the U.S. may get 
an unfair lead in air transport. We had similar complaints about 
the film industry after the last war. But the very people who 
complain about the unfair advantage of a prior start complain 
equally about the unfair advantage of a later start. The other 
fellow, by starting later, has the advantage of more up-to-date equip- 
ment, and in addition benefits from the knowledge of your past 
mistakes. This argument has been employed about the cotton trade, 
and in general we are supposed to be handicapped because we were 
the first to have an industrial revolution. Mind you, if we instal 
the up-to-date plant and sell our second-hand machinery abroad, 
the foreigner again secures an unfair advantage because he operates 
with cheap equipment. isi: teneatis After fighting a bloody 
campaign to re-open the Mediterranean route, we shall be asked to 
applaud a proposal to close it again so as to make it harder for the 
other fellow to take unfair advantage of trading facilities. Why 
don’t we stop eating and do the job properly ? 
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There is one further argument arising out of this callow reasoning 
which needs to be disposed of. It would concede the point about 
the wisdom of taking advantage of the other man’s abundant 
qualities, but would go on to point out that these qualities might 
be so superior as to be overwhelming in all directions. The abundant 
labour of Japan has procured for her a large export trade in cheap 
cottons. She could achieve a similar success in woollens, in type- 
writers, bicycles, toys, in fact in anything. Unless protective 
measures are taken, the Asiatics would capture all the trade of the 
world and the Western economies would collapse. Now Mr. Churchill 
as a war minister is without peer—Eclipse first and the rest nowhere. 
But the fact that he could probably fill any office better than the 
present occupant does not result in Mr. Churchill holding all the 
portfolios. He is one man and the day has only 24 hours. The 
Japanese are 90 million people and the world population is over 
2,000 million. Is it to be supposed that the Japanese will do all 
the trade in the world by producing all the export products required 
by the world ? Is it to be supposed that Asia could produce all the 
requirements of the world, leaving the rest of us nothing to do? 
The more abundantly Asia produces, the more she will have to give 
in exchange for a unit of Western produce. The fear of the world 
being swamped by the products of 2 per cent., 10 per cent., or even 
20 per cent. of its population, is a ridiculous bogey. We return to 
the argument that, in the interests of human welfare, peoples should 
be allowed freely to determine the advantages of mutual exchange, 
regardless of the stupid or interested demonstrations that the 
advantages are illusory or one- and wrong-sided. When one writer, 
in a recent correspondence on the post-war prospects of our export 
trades, deprecated export subsidies because they would evoke 
retaliation, he was met by the retort that increased ‘efficiency would 
equally evoke protective measures abroad. The second writer 
was thus assuming that if for any reason British products became 
cheaper—e.g. by a change in climate, the acquisition of greater skill, 
a more abundant provision of capital equipment, the exploitation 
of a new invention, etc.—the rest of the world would refuse to take 
advantage of this, and would promptly take measures to nullify 
the benefits it might receive. Now, even in the worst year of the 
depression the world bought £365 millions of our products—fr million 
per diem—and I cannot believe that it selected these eoods because 
they represented the least efficient forms of our activity. The world 
is not quite so crazy as that. It buys up toa certain point on the 
sound principle of taking advantage of the seller’s better qualities. 
After that point it loses its head and begins to utter delirious nonsense 
about the nature and effects of trade. But the process by which 
trade which represents an advantage to the buyer is metamorphosed 
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into an unfair advantage garnered by the seller is discernible only 
by the crack-brained and the insensate. Unless the world, or at least 
its leaders, learns to think sensibly on this matter, no schemes of 
international currency co-operation will be of any avail, and the 
combination of your bancory and your unitas will only resolve itself 
into another deadlock appropriately symbolized by the bumnkitas. 





Why the Cheque is Obsolete 


By J. Mead 
A CORRESPONDENT writing in these pages last month has 


once again revived the topic of cheques and their function 

in the modern business world. Is the cheque in its existing 
form as good an instrument as could be devised to fit in with modern 
usage ? Or has it had its day? In dealing with this question the 
present writer does not start from the premise that a change is 
overdue, but seeks merely to show that the march of time has had 
its effect even upon so monumental a work as the Bills of Exchange 
Act. On the other hand, the writer does believe that cheque practice 
must inevitably be altered in the long run. The cheque as we know it 
to-day is likely to fall into disuse much as the true Bill of Exchange 
has already done. 

Let me therefore develop the argument already put forward 
to some extent in THE BANKER of March, 1941. There it was shown 
that the Bills of Exchange Act of 1882 was not built on an immovable 
foundation. In the face of some opposition, it aimed at preserving 
the negotiability of a cheque as its prime quality—a characteristic 
which is not absolutely fundamental. That was quite natural at 
the time, since the cheque had not long grown out of the Bill of 
Exchange, and a bank on which a cheque was drawn was seen in 
those days in much the same light as the drawee of a sight bill in 
commercial practice. But has the root presumption of indispensable 
negotiability really stood the test of experience? The Act itself 
apparently contemplated the use of cheques to payee only (section 8), 
but not in such a manner as to make their introduction workable. 
It also conceded* the crossing ‘‘ Not negotiable ”’ (sections 77 and 81), 
to which mercantile custom has successfully added ‘‘ Account payee 
only,” in spite of the lack of authority to do so under the Act. 
Public demand for a cheque restricted as to transfer has therefore 
already moved the cheque willy-nilly outside the strict ambit of 
negotiability. The combined use of receipts and cheques is another 





* Actually introduced by the Crossed Cheques Act, 1876. 
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example of the same tendency. No one would claim, of course, 
that public opinion in this matter is clearly formulated. But there is 
certainly a steady pressure in the one direction. The popularity of 
the Traders’ Credit scheme and its extension to salary payments 
shows in addition that for some transactions banking customers are 
not unwilling to abandon the cheque altogether. 

In practice, as everyone will admit, probably less than 1 per cent. 
of cheques not drawn to payees abroad are ever negotiated by the 
payee to a third party. If negotiation does occur, it happens contrary 
to the expectation of the drawer and, for that matter, contrary 
to his needs; contrary also to his intention, if he adds “‘ Account 
payee only ”’ to his draft. The small percentage of cheques actually 
transferred to new owners diminishes every day as the banking 
habit expands. And that expansion continues even in wartime. 
A cheque which could be cleared only by the original payee would, 
as originally contended, meet private and business needs at least 
as well as cheques in negotiable form, without the attendant risk. 
The chief drawback to negotiability from the customer’s point of 
view is that his bank’s debit to his account may have to stand in 
circumstances in which his creditor has never had the benefit of 
his cheque. The drawer has his remedies, of course, but how much 
simpler it would be if he could confine payment to the payee in the 
first place. 

If a scheme to this effect were introduced, special provision 
would have to be made for the slight number of cheques where 
transfer really is a necessity. But a nominative cheque (not unknown 
on the Continent) could hardly fail to fill a gap in present usage. 
Such a cheque would not possess any negotiability at all unless the 
drawer conferred a right of transfer upon it at his option. What is 
this negotiability ? To quote Mr. Megrah, of the Institute of 
Bankers,* it is the attribute of instruments :— 

(a2) whose ownership—or property, to use the legal expression— 
is transferred solely by delivery, or, in the case of bills of 
exchange drawn to order, by endorsement and delivery ; 
and 

(6) which are transferable so that unfettered ownership passes 
in spite of any fault or defect in the ownership of prior 
parties ; and 

(c) of which transfer carries the right to sue in the transferee’s 
own name. 

The benefits of negotiability, theoretically so important, do not leap 
to the eye in relation to normal settlements between debtor and 
creditor ; and they are relied upon so seldom that its abandonment 








* In his book, ‘‘ The Bills of Exchange Act, 1882.” 
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would embarrass hardly anybody.t 

Incidentally, the clothing coupon scheme has been very smoothly 
worked by the banks for the Board of Trade on the basis of nomi- 
native instruments. Each one must be cleared for the payee only, 
and no complaints or difficulties of principle have arisen, so far as 
is known, notwithstanding the absence of any weighty legal rules to 
determine whose responsibility it is when anything goes wrong. 
Since the banks collect vouchers as directed for the named payees 
only, an action for “‘ conversion ”’ can hardly arise. The analogy to 
cheques restricted to payee is very striking, and the form of “ transfer- 
voucher ’’ is therefore worthy of study in relation to this discussion. 

Consider also the tedious and wasted effort of the paying banker, 
whose examination of all cheques for technical endorsement irregu- 
larities #ast in theory be carried out so that he can enjoy the 
statutory protection of section 80. Elimination of such work would 
automatically follow the adoption of a nominative instrument. 
The paying banker’s task of acting “‘in good faith and without 
negligence ’’ would be abolished in exchange for added responsibility 
in his function of collecting banker: as the latter he would (by 
implication or by legislation) run all the risks of collecting cheques 
for some person other than the rightful owner.* To say, therefore, 
that a change to nominative cheques would shift the burden of 
careful scrutiny from one foot to the other is quite true. But already 
bank cashiers are looking at cheques paid in for any irregularities, 
and particularly for cheques not drawn in favour of their customers. 
Indeed, they have always done so, as necessitated by section 82. 
And, how often is it now that a bank hesitates and then refuses to 
take in for credit of ‘““B’”’ a cheque payable to “A” which the 
latter has endorsed ? The wide risks of conversion to which every 
collecting banker is already subject need no special mention here. 
Nor does it comfort any bank to know that it is, after all, dealing 
with a negotiable instrument which happens for once to have been 
negotiated—the suspicion of misapplication still exists. 

Emphasis on the negotiability of an instrument which has in fact 
been “ converted ’’ is in fact quite useless as a defence on the part 
of a collecting bank. As witness to this we have the Savory case 
and its predec essors, and many other cases which are kept out of the 
courts by the banks sooner than advertise their vulnerability to 
attack. Hence it is that in many instances they prefer to credit “ B”’ 
with cheques payable to ““B” and to no other. The only other 





t This i is not new. Mr. J. G. _ Hubb: ard, M.P., a former Governor of the Bank 
of Engl and (afterwards Lord Addington) told the House in 1876 that cheques 
were not “‘ in‘need of this superstitious veneration for negotiability.”’ 

* Only if he chose to do so, except in cases where he can be deceived as to the 
identity of a payee. 
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course is to make enquiries (i.e. defeat ‘ negligence ’’) and rely on 
the “‘ protection’ of section 82. But if ‘‘A’’ wants to pay “ B,” 
it is safer, at any rate, for the bank to suggest that “A” might 
draw a separate cheque for the purpose. Section 82 itself is far 
more flimsy than is generally recognized. In so far as it is dealing 
with cheques,* it has always been supposed to do more for the 
banks than, for instance, the corresponding “ relief ’’ in the Revenue 
Act, 1883 (relative to drafts on bankers which are not within the 
Bills of Exchange Act), which is reputed ot to cover a_ banker 
collecting a draft which has been transferred. To quote Mr. Megrah 
again (on such analogous instruments) :— 

Any document of payment may be transferred from hand 
to hand ad infinitum, and ultimately serve its purpose, but 
if it is not a negotiab le instrument and meets fraud or forgery 
on its course of transfer, the payer can obtain no discharge and, 
consequently, has no defence against an action for conversion.” 

But does section 82 really give a wider protection, in relation to 
cheques, if it is analyzed ? The words of Lord Wright in the Savory 
case are instructive :— 

“Tn an action in conversion, once the true owner proves his 
title and the act of taking by the defendants, absence of 
negligence or of intention or knowledge are alike immaterial as 
defences. Section 82 is therefore not the imposition of a new 
burden or duty on the collecting bank, but is a concession 
affording him the means of avoiding a liability in conversion 
to which otherwise there would be no defence. "As it is for the 
banker to show that he is entitled to this defence, the onus 
is on him to disprove negligence. And just as in an action 
in conversion it is an immaterial averment that the conversion 
was only possible because of want of ordinary prudence on the 
part of the true owner, so that averment is equally immaterial 
if the issue arises under section 82.” 

In other words, a banker must have exercised common prudence 
to lean successfully on section 82, and there is no end to the applica- 
tion of this common pru — when he has taken in a cheque for 
“B” which was payable “A ”’—especially from ‘“ A’’’s point 
of view. There is, if the lc eile Lord can be relied upon, a basic 
presumption of conversion of “A” ’s funds, when “6” pays 
them in, which the banker must somehow avoid. Negotiability 1s 
not enough. In short, the concession afforded by section 82 1s 
really so shallow that the banks would not be worse off than now 
in “risking”’ collection of legally nominative instruments, which 
for some reason might be paid in by persons other than payees. 
Having thus indicated that the Bills of Exchange Act might 








* Crossed ‘“ not negotiable ’”’ or not. 
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with advantage be turned upside down, in spite of its venerable age,* 
it must in all fairness be said that much the same economies of 
working could be achieved without so drastic an operation. The 
banks might, for instance, consider popularizing cheques drawn 
“to J. Smith or bearer,” crossed (in print) “‘ Not negotiable, account 
payee only,’ ” which are for practical purposes governed by the Act.t 
Such cheques are, of course, extensively used by Stock Exchange 
firms, many of which even dispense with the payee’s name. 

The use of cheques in this form does succeed in abolishing much 
of the banker’s routine in handling the “ order” cheque, but it 
fixes the bogy of conversion firmly on the collecting banker, whose 
onus is in consequence precisely what it would be in dealing with 
nominative cheques. At the same time, it partly satisfies the canons 
of negotiability, apparently so precious to many. Better still, 
it introduces a nominative cheque without any legislation. 

There is, however, a snag. It cuts mght across the popularity 
of receipts on cheques, and related appendages such as certificates 
of the payee’s existence. These must above ail be got rid of before 
the endorsement nuisance can be thoroughly dealt with. Straight- 
forward endorsements are much the lesser of two evils. Dis- 
appearance of forms of receipt is, however, largely a matter of 
rearrangement to satisfy auditors who have to see them as evidence 
that commercial bodies have properly disbursed their money. But 
itis only traditional that receipt vouchers ought to be seen for 
everything. They can be dispensed with. There are many concerns, 
for instance, who settle their outstanding accounts, as mentioned 
above, through the traders credit system.* As a rule, they do not 
expect formal receipts from creditors who have thus been met, and 
auditors will usually accept bank confirmation that listed payments 
have in fact been made. 

Here we have two poles of procedure, one demanding receipts 
as condition of payment, the other able to do without any acknow- 
ledgment whatsoever from the creditor. The middle course of relying 
upon a cheque voucher as evidence of payment to the payee seems 
quite reasonable, though it is not legally a receipt which could be 
produced as such in court. Objections on the grounds that the 
payee might not actually have had the money hardly count. A form 
of receipt, like a paid cheque voucher, is never more than prima facie 
evidence, capable of disproof if fraud has intervened. At any rate, 
it is obvious that reliance on a simple cheque voucher as a receipt 

The writer is nowhere discussing the Bills of Exchange Act in regard to 


bills of exchange, as distinct from cheques. 

t ‘Pay ... or bearer” is no more inconsistent with ‘‘ payee only’ than 
is the generally accepted “ Pay . . . or order.” 

* This amounts to passing vouchers direct between bank and bank at the 
request of debtors : creditors have nothing to pay in but get credit entries in their 
bank accounts. 
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or as a proof of payment (look at it as you will) is more closely allied 
to a nominative instrument than to the negotiable one. Here, then, 
is an argument for doing away with endorsements and receipts 
(whether on cheques or not), all at one blow. 

The legal adjustments to secure what is wanted are, after all, 
a question for the lawyers. There is a final point to make. If 
‘‘ order ’’ cheques must be used and endorsements required, a paying 
banker in practice runs but very small risk in “‘ overlooking ”’ endorse- 
ment irregularities—or not looking at all. This is heresy, but who 
actually in banking will disagree? It is done every day, though 
not officially admitted, and the consequences are’ virtually nil. 
Nothing else shows quite as plainly how futile the present endorsement 
practice really is. Surely it is time to face the fact and to modify 
the form of cheque. 


Publications Received 

THE BEVERIDGE PLAN AND LOCAL GOVERNMENT 
FINANCE. By J. R. and U. K. Hicks. (Manchester Statistical 
Society.) The particular item of the Beveridge Plan which has most 
significance from the point of view of local government, the authors 
point out, is the proposal to abolish the Poor Law. This would be 
merely the logical conclusion of a process going back many years 
and “‘ the case for it is quite overwhelming.’’ The paper contains 
an impressive analysis of the inequalities of local taxation, due largely 
to the burden of public assistance. If this burden were transferred 
to central taxation or borne by general insurance, it is argued, 
considerable improvements in standards would be possible in the 
heavily burdened localities. 

THE PLANNING OF FREE SOCIETIES. By Ferdynand 
Zweig. (Secker & Warburg ; 12s. 6d.). A study of post-war planning, 
with due attention to the international aspects and a great deal of 
factual matter about the experience of various countries which have 
adopted planned economy in the past. It is suggested, incidentally, 
that in a planned economy “the banks lose their independent status 
as regulators of the money and credit market . . . becoming a 
powerful but subservient instrument of financial implementation 
and supervision of the plan. It is sometimes difficult to recognize 
in the new institutions the old banks, which had a much greater 
scope for initiative, responsibility, imagination and daring.”’ 

THE BRITISH WAY IN WORLD TRADE. By A. L. Mactie. 
(Craig & Wilson; 1s.) An attempt to assess the value of “ the 
British way ” in international commerce. A review of the British 
system in its heyday, and of the difficulties of the inter-war period, 
leads to a plea for co-operation between the United States and the 
British Commonwealth. ‘With their support, and with it only, can 
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the irrigating current of capital flow steadily and fruitfully all over 
the world.” 

WORKMEN’S COMPENSATION. Issued by the Accident 
Offices Association. A brief review of the present system of workmen’s 
compensation, urging the advantages of private enterprise. “‘ Whereas 
under a State scheme there is a tendency to ever-increasing rigidity 
and formalism and increasing expenditure, under a system where 
there is competition the tendency is in the opposite direction.”’ 

DOCUMENT PHOTOGRAPHY. By H. W. Greenwood. (Foca 
Press; 7S. 6d.). This is a technical work addressed primarily to 
those actually engaged in photographic documents. When condi- 
tions are normal again, it is suggested, the cost of such copies to the 
ordinary business house or consumer should be very much reduced. 
The book will be of interest to those responsible for the storage and 
keeping of records, as indicating the possibilities and limitations of 
photographic copying. 

FOREIGN EXCHANGE REGULATIONS IN GREAT 
BRITAIN. (B.LS., Basle; 9 Swiss Francs.) The present edition, 
dated December, 1942, runs to 226 pages, compared with only 
75 pages in the third edition dated October, 1941. Contents are 
about equally divided between the text of the various regulations 
themselves and the Bank of E — notices and memoranda. 


Trustee Work in War Time 
(By a Correspondent) 


T is some thirty-five years since banks took advantage of enabling 
|: legislation and offered their services to the public’ as executors 
and trustees in their corporate capacity. It is safe to say that 
for the first fifteen years or so the public did not avail themselves 
to any large extent of this new service. For the past twenty years, 
however, there has been a steady growth in this type of business 
undertaken by the trustee departments of the joint stock banks, 
due in large part to people becoming what an American writer has 
called ‘‘ will-minded and trust conscious.”’ There has been a certain 
amount of advertising by the banks of their executor and trustee 
service, but possibly the bulk of the business has come through the 
activities of branch managers, who are in a unique position to make 
direct approach to the type of customer to whom the idea of the 
corporate trustee is likely to make a strong appeal. 
There are no published statistics of trustee business undertaken 
by banks, as is the case with the Public Trustee, who publishes an 
annual report ; but a scrutiny of the statutory advertisements for 
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creditors in the press shows an increasing proportion of cases where 
the trustee departments of banks are proving testators’ wills. During 
1914-1918, there was little, if any perceptible increase in trustee 
business, such as might have been expected in time of war. In those 
days, howe ver, executor and trustee work by banks was in its infancy 
and the public were not well informed as to the peculiar advantages 
flowing from the appointment of a corporate trustee. Since the 
last war, however, by press advertisements, by the issue of suitable 
literature on the subject and by personal emphasis, more and more 
people have come to appreciate the inestimable advantage of leaving 
the administration of their estates to a competent and perennial 
executor and trustee in the shape of their bankers. 

The outbreak of the present war had a quickening tendency to 
do away with the anachronism of the private trustee in favour of 
the corporate body, impe rvious to the onslaughts of war and immune 
from the vicissitudes of this transitory life. Indeed, from the time 
of the Munich crisis, an increase was noticed in the number of wills 
coming forward for approval of the appointment of particular banks 
as executors. A sharp upward curve was seen when the threat of 
war materialized in September, 1939, and people began to realize 
that this was not going to be merely a soldier’s war but one in which 
civilians were likely to be at considerable risk. Furthermore, men 
called to the fighting forces were apt to put their affairs in order 
before quitting civil life and found in the appointment of the trustee 
department of their bank a simpler solution of their problem than 
that of seeking out and importuning their friends to carry out their 
testamentary wishes. After the first month or two of war, the 
number of new appointments tended to fall to its pre-war level but, 
at the time of the fall of France, the curve took a steep upward trend 
as the hazards of war became a grim reality. Another spurt was 
given to new business when large-scale air activity opened the war 
on the home front. More recently, the recurrence of air raid alerts 
in the London area had the effect of speeding up the volume of 
fresh appointments once again. 

The administration of wills and trusts is becoming increasingly 
difficult under war-time conditions. First of all, the trustee depart- 
ments are reaping the result of the increase in their appointment by 
customers during the past twenty years in that the number of 
testators dying is necessarily proportionately larger as time goes on. 
Then instead of an intake of more staff to cope with the increased 
business, there has been a steady outflow of staff into the Services. 
The first few months of war saw the trustee departments denuded 
of the bulk of their male staff up to thirty years of age, and since 
then a steady drain of personnel, male and female, has increased 
the difficulties of giving an efficient service. Trust administration 
is work of such a specialized character that the replacement of 
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enlistments is full of difficulty, the routine clerical type of labour 
being quite out of place in the intricate and responsible work of 
winding up estates and supervising trusts. 

gain, executor and trustee business touches life at all angles, 
and there are few Defence Regulations or war-time Statutes that 
do not in some way impinge on the work of trustee departments. 
There are beneficiaries abroad in enemy territory whose funds are 
sequestrated by the Custodian of Enemy Debts, necessitating the 
setting up of elaborate accounting records. Trustee Departments 
hold considerable blocks of real estate, a relatively large proportion 
of which has suffered damage by enemy action. The complicated 
provisions of the War Damage Acts have consequently to be studied 
so that appropriate steps may be taken to safeguard the interests of 
the respective trusts. One of the advantages adduced for the 
corporate trustee is the provision of a competent and specialized 
investment service, and beneficiaries are entitled to expect a high 
degree of skill and a wide experience from a trust corporation. 
Careful detailed review of trust investment portfolios is, if anything, 
more urgent in these days, and throws an increasing strain on the 
depleted security personnel. Moreover, the acquisition of large 
lines of securities by the Treasury has brought onerous problems of 
re-investment into being, and the familiar clash of interest between 
life tenant and remainderman does not tend to diminish under 
stock market conditions to-day. Another cause of increase in work 
has been the occasions when directions of the Court have been 
necessary—particularly has this been so where bequests of tax-free 
annuities have been made by testators who, at the time of making 
their dispositions, did not envisage income-tax and sur-tax at their 
present levels. 

In administering estates, banks employ trust solicitors for all 

uch work as would normally be put into the latter’s hands by private 
poe and, consequently, in the early days of winding up an 

estate there is close liaison and communication between the trustee 
de partment and the trust solicitor. Solicitors have been as badly hit 
by depletion of staff as any section of the professional cr business 
community, and an unavoidable slowing up of administration has 
not infrequently resulted, particularly where the solicitor’s office has 
suffered damage by enemy action. 

The Kennet Committee, appointed last year to report on the 
possibility of further transfer of bank and insurance personnel to 
the Forces, included in its recommendations a proposal that bank 
trustee departments should refuse new business. It is difficult to 
see in the case of will trusts how this can be accomplished, for this 
would mean renouncing probate in cases where, during the testator’s 
lifetime, his will has been submitted to the bank and its appointment 
as executor and trustee approved. It is true that the transfer of 
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existing trusts to a bank could be turned down and proposals for 
appointing a bank trustee of a new settlement refused. But such 
a course of action, unless there were unsatisfactory circumstances 
present apart from pressure of work, would, it is submitted, be of 
great disservice to the comamamihy generally. 





Appointments and Retirements 


Bank of England 

Mr. Basil Sanderson, manager and director of Shaw, Savill and 
Albion Co., has been elected a director of the Bank of England to 
fill the vacancy caused by the retirement of Lord Craigmyle, who 
resigned because his war work in Scotland prevents him attending 
the Bank’s weekly courts in London. The retiring directors were 
re-elected. 
Chartered Bank of India 

Mr. E. F. Mackay has retired from the Board. 


Lloyds Bank 

Dursley: Mr. S. A. Hooper to be manager on the approaching 
retirement of Mr. W. Hobbs. Middlesbrough : Mr. G. A. Mortimer, 
hitherto an inspector, to be manager on the approaching retirement 
of Mr. H. Borgeest. New Street, Birmingham : Mr. J. W. J. Squires, 
hitherto sub-manager, to be assistant manager. North Harrow: 
Mr. A. H. Sills, from Covent Garden, W.C., to be manager. Norwich: 
Mr. J. M. Lay cock, from Cambridge, to be sub-manager. Oxford 
(also Summertown): Mr. R. A. Miller, from Regent Street, W., to 
be manager on the approaching retirement of Mr. W. Taylor. 
Piccadilly, W.: Mr. J. C. B. Windsor, from North Harrow, to be 
sub-manager. Regent Street, W.: Mr. A. B. McFarlane, from 
Piccadilly, W., to be manager. Shrewsbury: Mr. R. S. Hunter, 
from Liverpool, to be acting sub-manager. Skegness (also Wainfleet) : 
Mr. F-. C. Thody, from Norwich, to be manager in succession to 
Mr. I*. V. G. Lewin, deceased. 
Midland Bank 

Mr. W. J. Abbott, a joint general manager, has retired. 
North of Scotland Bank 

Methlick Branch: Mr. William Howie, accountant at Cluny 
Square, Buckie, has been appointed agent at Methlick Branch in 
succession to Mr. John Beaton, who has been transferred to another 
office. 
Martins Bank 

Major Alfred H. Aykroyd has been elected to a seat on the 
Manchester Board of the Bank. He is Vice-Chairman of T. F. Firth 
& Sons, Ltd., and a director of other companies. 
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NATIONAL BANK OF EGYPT 


FURTHER MARKED EXPANSION 


DIVIDEND OF 15 PER: CENT. 


EGYPT’S 


ALY SHAMSY PASHA’S 


HE forty-third ordinary general meeting 
T« the shareholders of the National Bank 
of Egypt was held at the Head Office of 
the Bank in Cairo on March 24. 
Aly Shamsy Pasha (the president) was in 
the chair. 


REPORT AND ACCOUNTS 

The directors present to the shareholders the 
balance sheet and profit and loss account for 
the year ended December 31, 1942. 

The gross profit for the year, after providing 
for depreciation on the Bank’s buildings and 
furniture, for rebate of discount and for 
doubtful debts, amounts to: 


2.1,108,549:483 
from thissum 
Fees L 


After deducting 


For Directors’ 15.19,334:3 





For Current Expenses L.E.636,406; L.E.655, 59741: 268 
there remains L.E.4§2,808:215 
In conformity with 
Article 49 of the 
Bank’s Statutes a divi- 
dend of 4% is payable 
on the Share Capital. . L.E.117,000:000 
After this distribution 
there remains L.E.335,808:215 
Adding to this the 
balance brought for 
ward from last year L.E.237,958:781 
the amount available is 1..F..573,706:gat 
From this amount the 
Directors recommend 
the payment of an 
additional dividend of 
II on the Share 
Capital, which will 
bsorb L.} 7 « 
ind to carry forward 
the balance of L.E.252,016:996 


The total dividend for the year will thus be 
at the rate of 15 per cent., equivalent to £1 10s. 
per share. An interim dividend of 8s. having 
been paid on September 1, 1942, there remains 
to be distributed the balance of £1 2s. per share, 
which will be paid less taxation in accordance 
with existing laws. 


SOUND FIN 


TANCES 


REVIEW 


BALANCE SHEI 
LianiLinies 
Share Capital 
300,000 «fully paid 
Shares of £10 each 


Statutory Reserve Fund 
Special Reserve Pa 
Current Deposit and 
other Accounts 
E gyptian Government 
lan Government 
Mixed Tribunals ; 
Public Debt Special 
Account 
Bankers’ Accounts 
Cheques and Bills pay- 
able 
Rebate of Dis 
Bills net yet due 
Dividends Unclaimed 
Acceptances, &c. 





ount on 


ryment 





Provision for J 
of fi nd at 
ther ¥ " 
Profit anc Account 
Balance 
ASSETS 


Government Securities 
and Securities guaran- 
teed by the Egyptian 
Government . 

Sundry Securities 


Advances on Merchandise} 


Advances on Securities. 
Advances otherwise se- 
cured . 
Sundry other Ad 
Bills of Exchange 
Local Bills discounted 
Buildings, Furniture, A 
Money at Call and at 
Short Notice 
Bankers’ Accounts 
Clients’ Liability for 
Acceptances, &c., as 
per contra 
Cash : 
Notes 
L.E.3,852 
Gold 


&c., 373 


vances 








ae 25¢ 
and Silver coin, 


799:969 


F. T. ROWLATT, 
H. SIRRY 
Directors. 


r 31st DE 


L.E. 


2,925,000 
1,462,500 
1,462,500 


39,136,441 
{24,003,765 

955,594 
1,591,591 


2,033,276 
13,771,170 








33,497 


CEMBER 1942 


MM. 


000 
000 
ooo 


265 
135 
265 
636 


gor 
973 


775 


wan 


70 
23 
75 
000 
990 


o14 


MM. 
795 \¢ 
520 
08 
795 

| 


103 


| 
poet 


ol4 


{ST.  s. 


3,000,000 oO 
1,500,000 0 
1,500,000 O 


49,139,939 15 
24,619,246 5 

980,096 13 
1,632,401 13 


2,085,412 0 
14,124,284 1 


227,460 5 
111,728 9 
349,942 3 
2,918,955 5 
330,000 0 


93,777,945 13 





Ss. 
3,851,508 x0 
1,295,125 13 
3,811,656 10 
943,055 1 
467,706 1 
992,550 11 
8,876 9o 
10,004 


173,398 5 


8,816,000 0 
1,443,147 5 


2,918,055 5 


4 129,309 9 


93,7774 45 13 


d 


C. N. NIXON, 


Governor 
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REPORT OF THE AUDITORS 


We have examined the books of the National 
Bank of Egypt and in our opinion the above 
balance-sheet is properly drawn up so as to 
exhibit a true and correct view of the state of 
the Bank’s affairs as shown by the books. We 
have also verified the cash, notes, and securities 
at the head office and at the Cairo and Alex- 
andria branches and have found the same 
correct. The London returns have been 
audited and certified by Messrs. Deloitte, 








Plender, Griffiths and Co., Chartered 
Accountants. 
J. C. SIDLEY, 
R. R. Brewis, 
Chartered Accountants 
Cairo, 19th February, 1943 
[55UEK DEPARTMENI 
1.3 MM 
Nous les 79,200,000 000 
79,206 » 000 
Lf MM.) Bal MM 
Goo | 6,24 
*Mritish Govern nt 
Treasury ; | $9,416 Wy 3 “ > oO 
| | 
~ZCURT RS | 
I , ~ t | 
£ p an Lal T j 
eeurilics and | 
lics aaniced } 
t Egyptian Govern j 
ment I. 100 OM 
Hritish Government 
Trea , sills and 
War loon 138,100,090 ¢ ©} 9,6 000 «000 
! ' 
79,200,090 000 
} 
*By authority of the kgyption G nt these Tr 7 
Biuls are sited in licu of Gold 
PROFIT AND LOSS ACCOUNT 
| LE. MM) £ST. s. d. 
De. | | 
Directors’ Renrineration 19,324 384 19,83 29 
Current I «pe 9 4cbo i 152,725 O 2 





Interim Dividend at the 





rate of 4%, p.a 117,000 Oo] 120,000 0 oO 
Provision for payment of 
final dividend at the 

rate of 11% p.a. 59 oO 330,000 °o Oo 

8.478 19 § 

1,351,934 2 4 

{St. s. 4 


Gross Profit for the year 
ended 3rst December, 
1942, after providing 
for depreciation on 
buildings and furniture, 
for rebate of discount, 
and for doubtful debts 

Balance brought forward 
from last year 


| 
| 
io 
| 
! 
| 
48 } 1,136,973 16 7 


244,060 5 9 





| 
| 
| 
| 
| oO 
Belance carried forward 252,016 996 
1,346, = 204 
Cr. 4 MM 


$°1,351,034 2 4 


rHE PRESIDENT’S ADDRESS 


The past year has been one of many diffi- 
culties, and we have seen the war at closer 
quarters than ever before. I am sure you 
will still retain vivid recollections of those 
anxious days at the end of June. The peril 
was grave and we have reason to be thankful 
that Egypt has been spared the unhappy fate 
of the invaded countries of Europe. We can 
claim with satisfaction that the banking system 
of Egypt came through that period with no 
little credit. 


HEAVY DEMANDS MET 

The heavy demands of depositors were met 
with comparative ease, and a situation that 
might well have become a crisis of the first 
magnitude proved in the end to be merely a 

salutary test of the liquidity of the banks 
I may add that our bank king system was able to 
meet the public demand for cash for two main 
reasons: first, owing to the close connection 
of all banks in this country with the London 
money market, either directly or through us, 
and secondly, through the regular functioning 
of the machinery of our Note Issue. i 

[I have previously emphasized Egypt’s de- 
pendence on foreign countries for certain 
essential articles, notably fertilizers, and it is 
fortunate that shipping space has been avail- 
able and that appreciable quantities have been 
forthcoming during the year. Total imports 
of all commodities show a considerable in- 
crease in volume over the previous year, and 
it is well to remember that the United States 
and Great Britain, who are now our main 
sources of supply from abroad, must give 
priority of shipping space to essential war 
materials. Exports have declined to a level 
somewhat below that of last year, aud although 
the visible balance of trade is unfavourable 
it is more than offset by the vast expenditure 
of the allied armed forces in Egypt. 


THE COTTON CROP 


The problem of disposal of the cotton crop 
was again energetically tackled, and the grow- 
ing resources of the country enabled the 
Government to undertake the purchase of the 
whole of the 1042-43 crop without outside 
help. The crop will probably be less than 
half the size of an average peace-time crop 
owing to the measures taken by the Govern- 
ment to restrict the area sown with cotton, 
and actually only a comparatively small part 
of it has been offered to Government. 

A limitation of cotton cultivation is clearly 
necessary in prevailing circumstances in order 
to free more land for food crops, and with 
this extension it is estimated that the year's 
total production will prove to be appreciably 
in excess of the pre-war average. Prices of the 
chief food crops have risen during the year 
by more than 40 per cent., and in nearly all 
cases have more than doubled those prevailing 
before the war. 

It is evident, therefore, that agriculture is 
on a more profitable basis than for many years 
past in spite of the increased costs of produc- 
tion due to the rise in price of fertilizers and 
other imported articles directly or indirectly 
necessary for crop production. It follows that 
the occasion could be seized for the discharge 
of the load of old agricultural debts con- 
tracted before the lean years of the world 
depression over 10 years ago. Measures de- 
signed to give relief to debtors in times of 
abnormal difficulty should not be prolonged, 
and when conditions have iinproved the settle- 
ment of debts should proceed in the normal 
manner. The arguments against over-sus- 
tained State intervention between debtor and 
creditor and the harmful effects om agricul- 
tural credit of a policy of excessive lemiency 
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towards the debtor are well known to you, 
and I need not repeat what was said at our 
annual meeting three years ag: 


GOVERNMENT’S SOUND METHODS 


We have for many years been able to point 
to the undoubted strength of our country’s 
finances and to the sound methods with which 
they have — administered by successive 
Governments. Egypt’s credit, built up by years 
of prudence, stands high; the in estimable 
benefits that are derived from the maintenance 
of her financial reputation at its present high 
level are apparent to all and need no further 
emphasis from me. 

The Budget proposals now under discussion 
in the Legislature provide for greatly increased 
Government expenditure, which is to be met 
by higher taxation so that revenue and expen- 
diture will be balanced at the record figure of 
L.E.65,000,000. Increased revenue is to be 
obtained mainly from augmented Customs and 
Excise receipts and railway earnings, as well 
as from income-tax on investments and higher 
taxation on excess profits. 

STATE AUDIT DEPARTMENT 

The creation of the State Audit Department 
vested with wide powers is an important step 
towards the elimination of waste in public 
expenditure. It does not, however, remove 
the necessity for measures of economic and 
financial control with the object of retrench- 
ment in the cost of the administration. The 
continuous growth in Government expenditure 
isin many respects unavoidable, and, although 
this —~ be met with little difficulty in present 
circumstances it is well perhaps to recall that 
the ease with which Government revenue can 
be collected in times of prosperity is not with- 
out danger. For, indeed, although present 
taxation may not weizh too heavily on the 
country’s fiscal capacity under current econo- 
mic conditions, this might not be the case if 
conditions were to change 

Therefore, budgetary surpluses should be 
set aside in years of good revenue to meet 
the lean years when poor trade conditions may 
impede the execution of our long de ferred 
programme of public works and the develop- 
ment of those measures of social security that 

demanded by the modern world 


EASY MONETARY CONDITIONS 


Monetary conditions have remained ex- 
tremely easy throughout the year, and Govern- 
ment have been able to borrow on three 
months Treasury Bills at an average rate 
of 1.12 percent. Further evidence of the ample 
supply of funds is afforded by the spectacular 
success of the loan floated at the beginning of 
last month. 

-ven bearing in mind the very generous 
terms of this new loan, the success of the issue 
reflects a notable improvement in the market's 
estimate of Government credit. This may be 
only the natural outcome of a superfluity of 
unutilizable funds in Egypt ; but whatever the 
cause, there is no doubt that the continuance 
of the present trend of interest rates here would 


enable at least a part of the existing public 
debt to be converted to a lower interest basis ; 
such a conversion would have the added 
advantage that an issue of bonds expressed in 
the currency of this country could be used to 
transform a foreign debt into an internal State 


obligation. 


IN NOTE CIRCULATION 


The amount of bank notes in circulation has 
continued to rise during the year. I think 
it may be of value to repeat the statement I 
made at our last annual meeting, that the 
increase is due neither to issues to meet the 
needs of the Treasury nor to abuses of bank 
credit. The marked rise in the circulation at the 
end of June, amounting to over L.E.20,000,000, 
was due to heavy cash withdrawals from 
banks caused by anxiety concerning the 
future following the experience of European 
countries which had been overrun. It was to 
be expected that many people would take pre- 

cautionary measures when this country was 
threatened with a similar fate. 

Some contraction followed the return of 
confidence, but in the closing months of the 
year the usual seasonal expansion in connection 
with the finance of the cotton crop became 
evident. Since then the trend has been down- 
ward, and the contraction of L.E.3,000,000 
during the past three months is a satisfactory 
feature. 

I should like to stress that, since the begin- 
ning of the war, a rise in the Note Issue has 
been experienced in practically every country 


RISE 


‘in the world, although in many the price level 


has not been allowed to rise greatly above that 
prevailing before the war. 

The Note Issue of every country responds 
to its trade and financial requirements, and an 
increase of money in circulation is not neces- 
sarily a primary cause of rising prices. This 
is especially true in Egypt, where, as we have 
often stressed in the past, the Note Issue, 
whose present mechanism is the result of over 
40 years’ experience, is automatic in operation. 
The increase in the circulation of currency is 
due mainly to the marked growth of indus- 
trial and commercial activity in this country, 
while the presence of a large allied army and 
the use of our notes in occupied territory must 
have their effect. There is also little doubt 
that hoarding of our notes continues, and this 
may be considered a tribute to the soundness 
of our currency and not harmful under present 
conditions when funds are abundant. 


PRICE CONTROL AND COST OF LIVING 


When addressing you a year ago I laid stress 
on certain defects in the system of price con- 
trol. The continued rise in the cost of living 
during the past year bears out what was then 
said. A general rise of prices is one essential 
characteristic of inflation : I venture to remind 
you that no country that has experienced infla 

ion has ever derived permanent benefit from 
it. It is enough to say that inflation creates 
inequities, since it lowers the standard of 
living of some classes of the population (those 





whose incomes are fixed) and confers pros- 
perity on others without any regard to the 
merits and demcrits of either class ; it thereby 
creates disturbances in the social order as each 
économic group strives to readjust itself to 
new living conditions. The stabilization of 
the cost of living must be the basis of a sound 
economy. 

Blessed with a fine climate, an exceptionally 
fertile soil, and a hardworking peasantry, 
Egypt should have no difficulty in producing 
sufficient foodstuffs for her 17,000,000 inhabi- 
tants. For them, therefore, the necessaries 
of life should still be easily obtainable at 
reasonable prices. The cost of living should 
not be affected in great measure by the higher 
cost of foreign goods, since imports represent 
but a small percentage of the national outlay 
on subsistence. 

We have not been called upon to make 
great sacrifices owing to the war, and one of 
the greatest contributions that we can make 
to the cause of the United Nations lies in the 
majintenance of economic stability and self- 
sufficiency in regard to essential foodstuffs. I 
need hardly add that it is no less our duty to 
pursue this policy in our own national interest ; 
if we can provide surplus commodities for 
export to neighbouring countries, after ample 
stocks have been accumulated for home con- 
sumption, so much the better. 


IMPROVEMENT OF SOCIAL CONDITIONS 


There can be no disagreement with the policy 
of successive Governments to improve social 
conditions, and it is with great interest that 
we have followed the reforms introduced 
during the past year. But it should not be 
forgotten that the problem is essentially an 
economic one, which should be studied in all 
its aspects in order that a comprehensive plan 
may be formulated, the execution of which 
could be spread over a period of years. Nor 
should it be forgotten that, although Govern- 
ments can do much to improve conditions, 
unless influential public opinion is in full and 
active support, achievement lags behind good 
intentions. 

There is a determination abroad to over- 
come the evils of poverty and want, and the 
same problems confront us in Egypt too, with 
the added complexity of a rapidiy increasing 
population. We cannot live in political isola 
tion and close our eyes to outside currents of 
opinion. We must also recognize that the 
Atlantic Charter envisages a return to an 
exchange of goods with fewer trade barriers, 
and that we cannot ¢ 
such world trends. 


cape the influence of 


TRADE IN THE SUDAN 


Like Egypt, the Sudan has had to face 
numerous difficulties during the past year, and 
is similarly atfected by the limitations of 
shipping. Nevertheless, trade in general has 
been active and although internal prices have 
risen sharply the Government has_ taken 
measures to deal with the situation and is 
clearly determined to protect the country from 
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the evil effects of inflation. Much Sudan pro- 
duce has found a ready market in Egypt, and 
the cotton crop was sold and exported before 
the end of the year. The export of livestock 
has also grown considerably. 

The Government's finances continue to pro- 
vide evidence of sound administration and a 
comfortable surplus of revenue is expected at 
the end of the year. The Budget estimates are 
somewhat higher than last year, and certain 
increases in taxation are proposed. 


BANK’S LIQUID POSITION 


The balance-sheet which we present to you 
to-day shows further marked expansion, and 
reflects the favourable monetary conditions of 
the year. Our deposits from the general public 
have reached a new high level of over 
L.E. 39,000,000, while bankers’ balances are also 
substantially higher at over L.E.13,500,000, 
and we welcome this evidence of extreme 
liquidity. The Government balance again 
shows a notable increase, but it must be 
remembered that capital sums are included 
and that the increase does not necessarily 
signify a large surplus of Government revenue. 

Trade cGemand for finance has been very 
restricted throughout the year, and there has 
been only limited scope for the employment of 
our funds. There has thus been a large increase 
in our investments, which I may mention 
include a considerable holding of three months 
Treasury Bills and other short-term invest- 
ments. 


LARGER EARNINGS 


The profit and loss account shows that 
earnings have risen by L.E.203,000 to 
L.E.1,108,549, but this increase is absorbed to 
a great extent by a sharp rise in our current 
expenses to L.E.636,406 ; this is due to heavy 
taxation payments, both here and in London, 
and also to a higher salary bill arising from 
increased cost of living allowances. The 
margin between increased revenue and in- 
creased expenditure though small will permit 
of a slightly higher distribution to share- 
holders, and your directors hope, that the 
restoration of the dividend to the rate at 
which it steod for many years prior to the out- 
break of war will give general satisfaction. 

During the course of the year Hussein 
Sirry Pasha was elected to a seat on your 
board, and his appointment requires your con- 
firmation. Sirry Pasha’s wide experience 1s 
well known to you and makes him a valued 
acquisition in our counsels. One of your 
directors, Sir Robert Rolo, retires this year 
by rotation and is eligible for re-election. Sir 
Robert has been a member of the board since 
1918 and has always taken a keen interest in 
the administration of the bank. 

In conclusion [ wish to pay tribute again to 
the valuable services of our staff. The past 
year has been an exceedingly arduous one 
and has called for unremitting effort, some- 
times under the most trying conditions. I am 
sure you will wish me to express to the staff 
on your behalf our high appreciation of their 
labours 








